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CAN SMALL BUSINESSES COMPETE WITH
CAMPUS BOOKSTORES?

THURSDAY, SEPTEMBER 24, 1998

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS,

Washington, D.C.
The Committee met, pursuant to notice, at 10:09 a.m., in room

428-A, Russell Senate Office Building, the Honorable Lauch Fair-
cloth presiding.

Present: Senators Faircloth and Snowe.
STATEMENT OF THE HONORABLE LAUCH FAIRCLOTH,
A UNITED STATES SENATOR FROM NORTH CAROLINA

Senator FAIRCLOTH. The hearing will come to order. Good morn-
ing. I am sorry we are a little late, but we were voting earlier and
we might have to take a short recess in order to vote again.

I have an opening statement which I will read and then we will
start with our first witness. I would like to welcome the witnesses
here this morning, especially William Gray from Charlotte. Thank
you for being with us, Bill.

This fall, millions of students are returning to college campuses
and everybody knows that the cost of attending college, univer-
sities, has gone up practically every year in the last dozen or more
years. So anything we can do to reduce the cost has to be tried, and
that is what this hearing is about.

I called this hearing after learning that these increased costs
may be the result of some practices that are going on on school
campuses, practices that may be urged directly or indirectly by the
colleges themselves and the Department of Education. Specifically,
I am speaking about obstacles that do not allow students to shop
competitively for textbooks. A very real problem is that student fi-
nancial aid is being channeled almost exclusively to college busi-
nesses and college bookstores, on-campus bookstores. Private busi-
nesses simply are not able to compete for the money because of the
control of the flow of the money by the colleges themselves.

One example of this, is the so-called campus card, which cannot
be used for off-campus businesses. Another example is that some
colleges refuse or obstruct access by off-campus bookstores to even
the titles or textbooks going to be required by the teaching staff
themselves.

College textbooks can run into hundreds of dollars. Clearly, we
need a more competitive situation in this area. I suspect that off-
campus bookstores can sell these books for a lot less and thereby
save a lot of money for the students. Whether they can or not, they

(1)
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should be given the opportunity. And while we are saving dollars
at the schools, we will also be saving money from the Federal Gov-
ernment here. If we could save 1 percent of the amount that is
spent on financial aid, it would produce a $500 million savings.

For these reasons, I have introduced S. 2490. It would bar Fed-
eral aid from being used at colleges that directly or indirectly dis-
criminate against off campus businesses. I would hope that the De-
partment of Education should want student choice. In fact, it would
seem they would take steps to encourage it. But I was disappointed
that the Department would not send a witness for this hearing.
They were notified a week ago now and they chose to not send any-
one here. I wanted to hear from the agency and hear what they
had to say. I do understand they submitted a comment, for the
record, but I would like very much to have had them here and this
is something we will pursue.

I thank you and I would like to go to our first witness this morn-
ing and hear from him. As I say, we probably are going to have
to be interrupted for a brief recess to allow me to go vote. Our first
witness would be Mr. Gillette, Graham Gillette.

STATEMENT OF GRAHAM GILLETTE, PRESIDENT, PINNACLE
COMMUNICATIONS, LLC, DES MOINES, IOWA, ON BEHALF OF
CAMPUS BOOKSTORE% INC., AMES, IOWA
Mr. GILLETTE. Thank you, Senator. Thank you. Your opening

statement hits the nail on the head. This is about power. This is
about the control of information, and even more importantly to stu-
dents, the control of dollars.

Thank you for providing me the opportunity to be here today. My
name is Graham Gillette and I represent Campus Book Store of
Ames, Iowa. Since 1973, Floyd and Sandra Ballein have been oper-
ating this store across the street from the beautiful Iowa State Uni-
versity campus. In sentimental terms to many students and alum-
ni, Campus Book Store is as much a part of the University experi-
ence as the Union' and the student newspaper, the Iowa State
Daily. But I am not here to talk about saving a piece of ISU his-
tory. I am here to talk about the cost of educational supplies and
the important role Campus Book Store and many private stores
across the country play in making higher education affordable.

The answer to the question that you have asked by calling to-
day's hearing, "Can Small Businesses Compete With Campus Book-
stores?", is important to every student and parent of a student en-
rolled in higher education in this country today. For this question
is not simply about businesspeople like the Balleins, this question
is about the cost of higher education itself.

Marketplace competition is to the consumer of educational goods
and services every bit as important as it is to the consumer in
every other sector of our economy. If a college or university is suc-
cessful in becoming the monopolistic provider of these goods and
services, in many cases, a small business will be dealt a deadly
blow, but the students will pay the price.

My clients, like the others you will hear from today, have been
told by university officials that their institution has no interest in
driving small business from the market. According to ISU adminis-
trators, the university-run bookstore is only providing goods and
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services to further the educational mission of the institution and
that no policy or program they implement is based on increasing
university revenue or aimed at hurting my clients' business.

I want to believe these officials, but when the university mails
University Book Store advertisements for books and supplies to the
home addresses of every incoming freshman and refuses my client
access to the same mailing list, the university gains a real market-
place advantage. When a university collects and produces course
materials from professors that, like textbooks, students are re-
quired to purchase and then the university only provides these ma-
terials to the university-run-store, the university-run store again
gains an unfair marketplace advantage. When the university im-
plements a program that allows students to use a student ID card
like a credit or debit card exclusively at university-run enterprises,
the university constructs, a barrier to competition that is nearly in-
surmountable.

Each year, Iowa State University sends mailings welcoming their
incoming freshman class to. campus. These mailings include infor-
mation about registration, housing, tuition, and many things that
a new student needs to 'know before she arrives in the fall. Invari-
ably, one of these mailings invites students to shop at the univer-
sity-run store.

In recent years; students have been able to order books and sup-
plies during the summer, long before they step foot on campus.
This type of solicitation by the university begins to build customer
loyalty to the university-run store before the students ever realize
there is an alternative. Off-campus retailers are denied access to
the freshman mailing list because the list has been deemed con-
fidential.

I agree that the .debate over confidentiality is probably appro-
priately debated in another forum and not at this Committee. I do
not want to waste your valuable time getting off point. The ques-
tion I wish to raise is' this. Should a' university enterprise be al-
lowed access to privileged university information that is .denied to
a private business competitor?

Iowa State University, as do many colleges and universities, com-
piles articles, course outlines, and other course-related materials
required by its professors. A student taking a class that requires
such course materials usually purchases them at the time she pur-
chases the course textbook and other related supplies. From time
to time over the years, Iowa State University's bookstore managers
have withheld these materials from my client. This has meant that
the university-run store is the only place a student can purchase
the materials.

Like the ability to reach the customer first through the use ofprotected lists, this translates into an unfair marketplace advan-
tage. Like most consumers, students prefer to shop at one store, re-
gardless of cost, if it saves time. If the Balleins are prevented from
stocking their shelves with all of the supplies students need, their
store will lose business.

In 1994, Iowa State University began to implement a program
that would allow students to purchase books and supplies at the
university-run store by simply swiping their student ID through anelectronic card reader at the checkout counter. Students would
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then be billed for these goods and would be allowed to pay for them
over time without interest. This easy payment program would
clearly give students an incentive to shop at the participating store.
The university was not willing to allow a private retailer to partici-
pate in the program. After months of negotiation with the Balleins,
the university scrapped the program.

This spring, -the university began to advertise the implementa-
tion of a program they referred to as prepayment. The program
would allow students to independently determine how much they
plan to spend at the university-run store during the year and be
allowed to pay for these goods throughout the entire year. Again,
private retailers would not be allowed to offer the plan.

In both cases, my client could not independently replicate the
program. A private retailer does not have access to the student
records that the university-run retailer does. Even if the private re-
tailer did, the private retailer would have to bill the students sepa-
rately. The university-run store is able to include its charges in the
same bill with tuition and other university billing.

These three examples demonstrate how easy it is for a university
to implement a program or policy that could devastate a, small
business. The Balleins have suffered tremendous financial losses
due to ISU's action and have been forced to spend a great deal of
time and resources seeking an equal footing in the marketplace.

But the issue before you is greater than one small business. The
issue is fair competition, and, ultimately, protecting the consumer.
That is why we appreciate your consideration of a bill to protect
students by protecting fair market competition for educational sup-
plies. We ask that the bill before you today be strengthened to pre-
vent university and college businesses from implementing unfair
trade practices. A university or college business should be subject
to the same environmental restraints, including antitrust laws,
that any other business is subjected, and a university-run business
should not be provided special treatment or protection by the insti-
tution.

Thank you for your time.
Senator FAIRCLOTH. Thank you, Mr. Gillette.
We have been joined by the erudite and distinguished Senator

from Maine, Senator Snowe. Would you like to make an opening
statement?

Senator SNOWE. Thank you. I do have one. I will just ask unani-
mous consent that it be included in the record.

Senator FAIRcurrii. Certainly, without objection.
Senator SNOWE. I commend you for your leadership on this issue

and for highlighting the problems that have developed. I appreciate
it.

Senator FAIRCLOTH. Thank you. You just want to put your state-
ment in the record?

Senator SNOWE. Yes.
Senator FAIRCLOTH. Thank you, Senator Snowe.
[The prepared-statement of Senator Snowe follows:]
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PREPARED STATEMENT OF SENATOR OLYMPIA J. SNOWE
Senate Committee on Small Business

Hearing entitled "Can Small Business Compete With Campus Bookstores?"
September 24, 1998

I would like to thank Senator Faircloth for calling this hearing.

I understand that the issues we will focus on today stem from the way in
which student financial aid is disseminated to students, and result
in the inability of privately-owned bookstores to compete with campus bookstores.

Often, when there is surplus financial aid in a student's account after he or
she has paid tuition, the student may receive the remainder of the aid award on a
debit card or in some other type of account that can be used at campus facilities
such as campus bookstores. The problem apparently is that many schools make it
difficult for students to use the aid surplus off campus by limiting the use of these
cards or accounts to campus stores. I also understand that some schools are
reluctant to share course text lists with off -campus businesses. As a result, it is
often difficult or impossible for privately owned bookstores to compete with
campus bookstores.

I look forward to exploring whether small businesses are able to compete
with off-campus bookstores. I also hope to gain an understanding of why schools
have implemented these practices.

This is obviously a very important issue, and I have no doubt that there are
strong feelings on both sides. I appreciate the opportunity to learn more about this
issue, and I will have questions for the witnesses aimed at determining how
widespread this problem is, and measuring the impact of these practices on
students. I also look forward to learning more about Senator Faircloth's
legislation designed to address this problem.

Again, I thank the Chairman for this opportunity to review the competitive
playing field between on-campus and off -campus bookstores.

Thank you.
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Senator FAIRCLOTH. Next, we will hear from Bill Gray from
Charlotte.
STATEMENT OF WILLIAM D. GRAY, PRESIDENT, GRAY'S COL-

LEGE BOOKSTORE, AND NATIONAL CHAIRMAN, CAMPUS
AREA SMALL BUSINESS ALLIANCE, CHARLOTTE, NORTH
CAROLINA
Mr. GRAY. Good morning, Chairman Faircloth and Senator

Snowe. My name is Bill Gray and it is an honor to appear before
you today. I take great pleasure on behalf of the Campus Area
Small Business Alliance, CASBA, in supporting a reform of the
U.S. Department of Education student aid practices, more fairness
and flexibility in college student pricing practices, and more com-
petition between off -campus and on-campus business enterprises,
and most directly, in expressing the very strong, support of CASBA
and its member organizations for S. 2490, the College Costs Sav-
ings Act of 1998.

Together with my brother and sister-in-law, we own and operate
three off-campus bookstores serving the University of North Caro-
lina at Charlotte, the University of Louisville, and Jefferson Com-
munity College in Louisville. We have been in business for 12
years, have- more than 125 employees, 90 percent of whom are stu
dents. Annual sales exceed $6 million.

Not unlike most other CASBA members, we support the univer-
sities with more than $10,000 annually in scholarships and grants
to students, including book scholarships to high school seniors. We
also sponsor annual awards, such as the Gray's Faculty Member of
the Year Award at the University of North Carolina at Charlotte.
We are active members of local Better Business Bureaus. In addi-
tion, we are also active in the National Federation of Independent
Business, which also strongly supports S. 2490.

I also have the privilege of serving as the National Chairman of
CASBA, which is a national coalition of more than 350 off-campus
bookstores.

While S. 2490 covers all campus area small businesses and all
on-campus business-like enterprises, as it should, my testimony
today focuses on the monopolization of the college bookstore trade
by colleges with the aid of the U.S. Department of Education with
its regulations. As with all small businesses, my problems eventu-
ally become the customers' problems.

In the face of skyrocketing college costs, a 1998 report from the
American Council on Education stated that 80 percent of Ameri-
cans think that colleges and universities make a profit. The public
should think that way, in light of today's testimony, showing in-
creasing nationwide government sanctioned effort by most colleges,
including efforts by most community colleges to monopolize the col-
lege bookstore trade and increase college revenues at everyone
else's expense, especially at the expense of students.

When it comes to non-tuition educational expenses, many edu-
cational policy leaders are more than indifferent. Suppression of
competition and the inflation of textbook and non-tuition expense
demonstrate that they are actually hostile to students, payers, and
taxpayers' interests. Off-campus college bookstores are consistently
less expensive than university-based enterprises. Our stores typi-
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cally carry three to five times as many used books as on-campus
stores. The student costs of used textbooks average 25 to 31 per-
cent less than when the same book is sold new. Industry data sup-
ports this. Off-campus stores are characteristically more aggressive
and successful than the institutional stores in obtaining used
books. As we all know, competition produces lower costs.

Now we shall consider the dual monopolization of student finan-
cial aid in the college bookstore trade. Many student customers and
their parents cannot believe that Congress intends any college with
the blessing of the Department of Education should be able to ma-
nipulate their fiduciary responsibility of Federal financial aid funds
into an -institution-serving disbursement program. The DOE dis-
bursement regime sets up the structure for these institutions to
routinely convert student financial aid to their own economic bene-
fit in a way that is neither publicized to parents nor beneficial to
students.

While the DOE pleads that students voluntarily agree to this ar-
rangement, the unwitting student is more truthfully described as
being deceived into believing that the allure of the convenience of-
fered by the institution is unquestionably beneficial to the student.
The fact is, students are deceived and uninformed as to the full
consequences to-their-wallets-and-their freedom of choice. For the
DOE to speak of free choice or students voluntarily participating
in this scheme is an indefensible and reprehensible sleight of hand
unworthy of higher education.'

I believe, as millions of Americans want to believe, that student
financial aid is still intended by Congress to aid students, not on-
campus enterprises. I know and students know that the Depart-
ment of Education does not always quite figure it that way. The
last straw for CASBA came in February of this year when CASBA
counsel Jolui-Paul de Bernardo met with senior DOE policymakers
here in Washington. When queried on this very financial aid ques-
tion, the official responded quite matter-of-factly, "You do not seem
to understand. The Department serves institutions, not students."
Senators, I cannot say it any better than that.

S. 2490 only directs the Department of Education to fully carry
out its fiscal responsibility to its student beneficiaries. Favoring on-
campus over off-campus businesses will end under S. 2490. A stu-
dent will become truly free to save as much of his or her financial
aid money through competitive shopping as the fully competitive
area marketplace can provide. In other words, S. 2490 says artifi-
cial limitations, like on-campus-only spending mandates, in the
students' 'marketplace will no longer be acceptable practice within
a university's discretion as consistent with its role as a fiduciary
for students and student funds of all kinds, including financial aid.

Monopolies by their nature cause quality and service to decline.
Unfortunately, every day, students witness segments of the higher
education world who sometimes, practice the opposite of what they
teach. How can this be? How can these seats of higher learning be-
come monopolistic seats of higher earning? The simple answer is
money, huge amounts of taxpayers' money, students' money, and
parents' moneys are at stake, and, thus, there are those within the
business arms of some of our colleges and universities who manipu-
late or attempt to manipulate our university system to their advan-
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tage with the help of the Department of Education and against the
interest of all of the other parties involved.

All small business retailers in the campus area marketplace are
being hurt by this situation, from food providers and laun.dromats
to hardware stores and electronics stores. Like countless other
campus-area businesses, many of our members have grown with
the campus community they have served since the 1940's and
1950's.

This year, individual CASBA members across the country de-
cided that Federal legislation was the only answer before they were
shut out of the campus-area marketplace altogetherand forever.
Efforts for redress have had some success, but the basic problems
remain. Redress from the Department of Education and the univer-
sities themselves have been, to a large degree, consistently fruit-
less, and, sadly, in too many cases, humiliating. A national meeting
among off-campus bookstore owners was held and CASBA was
formed to seek your help.

The alliance has grown steadily in membership and in its re-
solve. Research has been conducted and volunteers are now active
nationwide. We have a website. We regularly conduct national con-
ference calls. We have also developed a fax and e-mail network. We
work closely with our strongest allies,-students and parents.

Our support for S. 2490 is based simply on any American's com-
mon sense.

Senator FAIRCLOTH. Mr. Gray, if I may ask you, how much longer
do you have?

Mr. GRAY. Senator Faircloth, I have, I believe, three more para-
graphs.

Senator FAIRCLOTH. OK Thank you.
Mr. GRAY. Our support for S. 2490 is based simply on any Ameri-

can's common sense. CASBA neither endorses nor seeks any favor-
able or special treatment or benefit. A level playing field to com-
pete is a reasonable, fair, and uniquely American small business
necessity. CASBA employs thousands of college students and mem-
bers pay millions in local, State, and Federal taxes of all kinds,
and, in fact, we subsidize the Department of Education financial
aid programs. Ironically, it hurts students and ourselves. Even
more ironically, we subsidize tax-exempt institutional competitors
who also enjoy other substantial market advantage, such as loca-
tion, location, location.

Let me emphasize that CASBA does not resent or object to these
two powerful, albeit disadvantageous, built-in institutional advan-
tages. But let me also emphasize, campus-area small businesses
should not continue to be penalized for objecting to the imposition
of an artifically higher cost, monopolistic culture in the campus-
area marketplace.

Senator FAIRCLOTH. Thank you, Mr. Gray.
[The prepared statement and attachments of Mr. Gray follow:]



9

STATEMENT in support of
THE COLLEGE COSTS SAVINGS ACT OF 1998, S. 2490
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before the
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I. Introduction

Good morning, Chairman Bond, Ranking Minority Member Harkin, and members of

the Committee on Small Business. My name is Bill Gray, and it is an honor to appear before you

today. I take great pleasure, on behalf of the Campus Area Small Business Alliance ( "CASBA "),

in supporting a reform of the U. S. Department of Education's ("DoE") student aid practices,

more fairness and flexibility in college student purchasing.practices, and more competition

between on- campus and off -campus business enterprises, and most directly, in expressing the

very strong support of CASBA and its member organizations for S. 2490, "The College Costs

Savings Act of 1998."

Together with my brother and his wife, we own and operate three off-campus college

bookstores serving student communities at the University of North Carolina at Charlotte, the

University of Louisville, and at Jefferson County Community College. We have been in

business for 12 years and employ more than 125 employees, 90 percent of whom are students.

Annual sales exceed $6 million.

Not unlike most other CASBA members, we support these universities with more

than $10,000 annually in scholarships and grants to students including book scholarships to

high school seniors. We, also sponsor annual awards such as the Gray's Faculty Member of the

Year award at UNC Charlotte. We are active members of local Better Business Bureaus. In

addition, we are also active in the National Federation of Independent Businesses, which also

strongly supports S. 2490

I also have the privilege of serving as the National. Chairman of CASBA, which is a

national coalition of more than 350 off-campus college bookstores.
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CASBA supports the effort to control non-tuition educational costs for students,

parents, and taxpayers all of whom would benefit if and when this necessary and appropriate

legislation is enacted.

This legislation also is critically important to altering a policy and system that

permits, and tacitly encourages, a pervasive national abuse of financial aid. We endorse the

bill's thrust to ensure a "level playing field" for competition among on-campus business-like

enterprises, and off -campus businesses in the campus-area marketplace. S. 2490 treats

monopolistic practices as inherently incompatible with the DoE's current fiduciary obligations.

II. Summary

While. S. 2490 covers all campus area small business and all on-campus business-like

enterprises as it should - my testimony today focuses on the monopolization of the college

bookstore trade by colleges with the aid of the U. S. Department of Education ("DoE") policy

and regulations. As with all small businesses, my problems eventually become my customer's

problems.

In the face of skyrocketing college costs, a 1998 report from the American Council on

Education ("ACE") stated that "80 percent of Americans think that colleges and universities

make a profit."'

The public should think that way - especially in light of the testimony today showing

the increasing nation-wide, government-sanctioned efforts by most colleges including efforts

by most community colleges - to monopolize the college bookstore trade and increase college

revenues at everyone else's expense including students. When it comes to non-tuition

educational expenses, many education policy leaders are more than indifferent suppression of
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competition and inflation of textbook and other non-tuition expenses demonstrate that they are

actually hostile to students', parents', and taxpayers' interests.

Off-campus college bookstores are consistently less expensive than university-

based enterprises. Our stores typically carry three-to-five times as many used books as on-

campus stores. The student cost of a used textbook average thirty-one percent less than the when

the same book is sold new Industry data supports this Off-campus stores are characteristically

more aggressive and successful than institutional stores in obtaining used books in the

marketplace. Thus, students have more opportunities to save money. Because the laws of

business survival demand it, and because off-campus stores do not have the favored on-campus

location and the tax-exempt status of institutional stores, off-campus stores must scour the

market to bring the lowest priced product to market they can. That is our advantage - if

competition is allowed in the marketplace.

Higher education policy-makers just see thcmarket differently they tend to see the

market as their private reserve. Non-institutional competition is threatening to their profit-

making machinery. The bottom line is that at least some colleges' and universities' campus

leadership supports and perpetuates the policy of monopolization that is not - and cannot - be

construed or interpreted to be in the interests of their students. If the DoE or this leadership

listened to students, they would recognize this.

Most off-campus stores believe that elements within higher education deliberately

want to put off-campus stores out of business. In a number of cases, they have succeeded. Be

that as it may, there is ample and credible evidence to reasonably justify such an attitude.

American Council on Education ("ACE") 1998 report with the curious title: "Too Little Knowledge is a
Dangerous Thing, What the Public Thinks and Knows About Paying for. College," page 12, hereinafter
referred, to as the ACE Report."
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After all, we employ many former on-campus bookstore employees who have seen this attitude

in action first hand.

Whenever colleges or more commonly, their mid-level management - refuse to

reveal the titles of required textbooks to off-campus stores, their motive is clear. Off-campus

stores routinely hear a wide range of excuses as many collages and universities refuse, delay, or

impede the disclosure of textbook titles required by professors and the timing of when these

courses will be offered. Plainly, without knowing the titles of required textbooks and related

information, off-campus stores are at a huge competitive and practical disadvantage and their

economic survival can be put in jeopardy.

Now we shall consider the dual monopolization of student financial aid and of the

college bookstore trade. Many student customers, and their parents, cannot believe that

Congress intends that any college with the blessing of DoE - should be able to manipulate their

fiduciary responsibility for federal financial aid funds into an institution-serving disbursement

program.. The DoE disbursement regime sets up the structure for institutions to routinely convert

student financial aid to their own economic benefit 'in a way that is neither publicized to

parents nor beneficial to students. While the DoE pleads that students voluntarily agree to this

arrangement, the unwitting student is more truthfully described as being deceived into believing

that the allure of the convenience offered by the institution is unquestionably beneficial to the

student. The fact is, students are deceived and uninformed as to the full consequences to their

wallets and their freedom of choice. For the DoE to speak of free choice or students

"voluntarily" participating in this scheme, it is an indefensible and reprehensible sleight of hand

unworthy of higher education.
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I believe as millions of Americans want to believe that student financial aid is still

intended by Congress to aid students not college enterprises. I know and students know - that

the Department of Education does not always quite figure it that way.

The last straw for CASBA came in February of this year when CASBA's Counsel,

John-Paul de Bernardo, met with a senior DoE policymaker here in Washington. When queried

on this very financial aid question, this official responded quite matter-of-factly and I quote

"You don't seem to understand: the Department serves institutions, not students."

Senators I cannot say it any better than that.

Through the door of DoE-structured "student accounts", that is, university-controlled

student credit accounts, and aided by the "hands-off" policy of the Department, increasing

numbers of universities endeavor to mandate on-campus only spending. These accounts are

primarily implemented and administered using university credit vouchers, or the newest and

most technologically efficient form of monopolization - "campus cards."

Vouchers permit students to spend prospective financial aid money the university has

not received or administered, and voucher use is almost universally restricted to on-campus use

only. See Appendix I. Student financial aid dollars not to mention students' and parents' own

funds can be credited or debited on the card, but only for on-campus use. One sure way to

capture a market is to capture the source of your customers'. income. In higher education, that

means capturing student financial aid intended for student beneficiaries and directing it

exclusively to the coffers of the universities' businesses. Is this a Department of Education, or a

Department of Monopolization?

In short, competition is generally being deliberately crippled in the campus area

marketplace. I urge you to read some of the startling evidence presented in Appendix Ito my
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testimony. While there are exceptions, student financial aid funds are channeled exclusively to

its on-campus enterprises; the disclosure of simple textbook information is being obstructed or

refused; and the use of campus cards is being prohibited off-campus. This behavior is costly to

us all. This is not a model for acting like a fiduciary. Ivy-covered towers are becoming ivy-

covered walls or should I say covered in green.

S. 2490 lets the market do its work. This legislation assures students that they can

always choose the lowest cost alternative in spending their financial aid dollars. No DoE-

permitted restriction on that choice can be justified as fulfilling DoE's current fiduciary

responsibility to students. Similarly, colleges cannot fulfill their current administrative, fiduciary

responsibility if they orchestrate any such restriction in the financial aiddisbursement process.

It does no good for Congress to increase financial aid appropriations and guarantees,

only to have the DoE ignore its current fiduciary obligation to students. Under any definition of

fiduciary, the DoE surely has a duty to ensure that the benefits of those funds are not decreased

or abused by any campus-designed disbursement ruse which forces students to spend financial

aid money in an artificially distorted, marketplace.

S. 2490 only directs the Department of Education to fully carry out its fiscal

responsibility to its student beneficiaries. Favoring on-campus over off-campus businesses will

end under S. 249b. A student will become truly free to save as much of his or her financial aid

money through competitive shopping as a fully competitive campus-area marketplace can

provide. In other words, S. 2490 says artificial limitations like on-campus only spending

mandates - in the student marketplace will no longer be an acceptable practice within a

university's discretion as a fiduciary for students and students' funds of all kinds, including

financial aid.
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Competition prevents the imposition of sole sourcing on students. Artificial barriers

to market entry will be eliminated. Artificially higher costs will no longer be possible because

. the game will no longer be artificially rigged. S. 2490 restores student choice and permits needy

students to stretch precious student financial aid dollars without impeding opportunities for

students, parents and taxpayers, to save money in the campus-area marketplace. Most

importantly, it assures that market pressure will be brought to bear to lower student costs.

In essence, S. 2490 declares that current DoE fiduciary obligations preclude the use

of monopolistic practices. In an age of "public atmety2 about college affordability and that

anxiety is rising - S. 2490 is a public necessity.

M. Background

Monopolies by their nature cause quality and service to decline, while prices

artificially rise. Professors at every business school in America teach the negative economic

consequences of monopolization. We all recognize that consumers are universally hurt by

monopolization.

Unfortunately, every day students witness segments of the higher education world

who sometimes practice the opposite of what they teach. How can this be? How can these seats

of Higher Learning become monopolistic seats of Higher Earning? The simple answer is money.

Huge amounts of taxpayers' money, students' money, and parents' money are at stake and thus

there are those within the business arms of some of our colleges and universities who

manipulate, or attempt to manipulate, our university system to their advantage with the help of

the Department of Education and against the interests of all the other parties involved. I have

The National Commission on the Coit of Higher Education 1998 Report entitled "Straight Talk About
College Costs and Prices, page 1. (Hereinafter referred to as "The National Commission Report".)
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spoken to many people about these problems, and there is a feeling by many that the college

practices and the DoE's policies we have described are costly, unfair, and unjust:

All small business retailers in the campus area marketplace are being hurt by this

situation - from food providers and laundromats to hardware stores and electronics stores.

Like countless other campus-area businesses, many of our members .have grown with the

campus community they serve since the 1940s and 1950s. Some predate this century.

This year, individual CASBA members across the country decided that federal

legislation was the only answer before they were shut out of the campus-area marketplace

altogether. Efforts for redress have had some success3, but the basic problems remain.

Redress from the Department of Education and the universities themselves have been to a

large degree, consistently fruitless and, sadly, in too many cases, humiliating.

A national meeting among off-campus bookstore owners was held, and CASBA was

formed to seek your help. The Alliance has grown steadily in membership and in its

resolve. Research has been conducted, and volunteers are now active nation-wide. We have

a website. We regularly conduct national conference calls. We also have developed a fax

and e-mail network. We work closely with our strongest allies students and parents.

In addition, CASBA and its member organizations have initiated numerous student

petition drives. Students have signed many petitions seeking redress from universities - the

same reasons that bring us here today. For example, a sample petition signed by over 4,000

students from Southwest Missouri State University appears in the Appendix to my testimony.

3 Illinois and Alabama passed modest legislation to address stop campus cards being restricted to on-

campus use only. Michigan this year has an Appropriations bill which, in section 426, reads as follows: It

is legislative intent that private bookstores that sell textbooks to university students and student

governments that provide a book swap for university students have accurate and timely access to lists of

university required textbooks in order to provide promptand efficient service for students. It is further

legislative intent that each state university allow students who are on financial aid or are receiving tuition

grants to decide where to purchase their textbooks."
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A similar petition from Pennsylvania also is in the Appendix. Senators, you will be pleased

to learn that students are become well schooled in the non-Parker Brothers-version of the

higher education game of monopoly.

IV. CASBA Support for S. 2490

Our support for S. 2490 is based simply on American citizen common sense. CASBA

neither endorses nor seeks any favorable or "special" treatment or benefit. A "level playing

field" to compete is a reasonable, fair and uniquely American small business necessity.

CASBA employs thousands of college students, and members pay millions in local, state

and federal taxes of all kinds. In effect and in fact we subsidize the Department of

Education financial aid programs that, ironically, hurts students and ourselves. Even more

ironically, we subsidize tax-exempt institutional competitors, who also enjoy another

substantial market advantage location, location, location.

But, let me emphasize that CASBA does not resent or object to these two powerful, albeit

disadvantageous, built-in institutional advantages. But let me also emphasize, campus-area

small businesses should not continue to be penalized for objecting to the imposition ofa

monopolistic culture in the campus-area marketplace.

Most entrepreneurial small businesses of any kind, including off-campus college

bookstores, have been able to survive even if increasingly, just barely. In the face of the

tax-exempt and location advantages I just mentioned, just consider the alternative if the

monopolistic practices I have described are permitted to go on thriving, and at the same time,

to go on strangling the student marketplace without S. 2490.

I put it to this Committee: Shouldn't we therefore be apprehensive for students'

interests and artificially high costs?
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CASBA became convinced that the Department of Education would never take

corrective action when we read the June 22, 1998 response from the DoE to Senator Faircloth's

questions in his May 16, 1998 letter to Secretary Riley. Both letters are included in the

Appendix to my testimony.

The DoE response states that universities are free to make or not make any

arrangements with off-campus businesses.

V. College Costs Crisis And Artificially Higher Costs

The congressionally mandated National Commission on the Cost of Higher Education issued a

1998 Report entitled "Straight Talk About College Costs and Prices." A copy of an Advance

Copy this Report has been provided in Appendix IV to my testimony. I will refer to it as "The

National Commission Report."

The National Commission Report tells us perhaps not surprisingly that there is a

[quote] "college cost and price crisis" [close quote] in. America and that there is [quote] "public

anxiety about college prices"5 [close quote]. One of the Report's conclusions conclusions it

says, "speak for themselves" - comes as no surprise to CASBA. The Report states and I quote:

"...the Commision is deeply concerned that most academic institutions have permitted a
veil of obscurity to settle over their financial operations and many have yet to take
seriously basic strategies for reducing costs."

"The public does not think college is affordable."6 A huge majority 71 percent feel that

"a four-year college education is not affordable for most Americans."7 "The public thinks that

college leaders are indifferent to their concerns about the price of attending college."

4 See The 1998 Report, page 2.
5 See The 1998 Report, page iv.
6 ACE Report, Page 7-

ACE Report, page 7.
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Ladies and gentlemen, to millions and millions of other American parents, and millions

and millions of college students, college costs have a threat Of doom about the dreams they and

we have for a better future. I do not claim to have the whole answer to this college cost crisis.

What I do know is that more students', parents' and taxpayers' money does not need to be

thrown on the college cost inferno due to artificially and therefore unnecessary extra costs.

8 IBID, page vi. which says those college expenses of all kinds tuition and non-tuition expenses are what
the public looks at in evaluating college affordability.
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APPENDIX

A sample of letters from CASBA
off-campus bookstores
describing a variety of

on-campus monopolistic practices.

A. North Carolina 5pp
- Seahawk Book/Allison Keenan
-University Book Exchange

B. Oklahoma, Tennessee, and Texas 4pp
- Boomer

C. Arizona 1p
- Arizona Bookstore

D. Arkansas 4pp
- Campus Bookstore

E. Georgia lp
- Georgia Bookstore

F. Kentucky 1p
-Vimont & Wills

G. Maryland 1p

-Maryland Book Exchange
H. Michigan -7 2p

-Campus Book & Supply
I. South Carolina 1p

-South Carolina Bookstore
J. Texas 4pp

-Colloquium Bookstores
-L & M Bookstore
-Varsity Book Store (2pp)

K. Virginia 2pp
-Dominion Bookstore
-Tech Bookstore
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Seekawitlestalint
413 S. Culler 'toed

(1 Meek North ureic Univertiv
wilmingto. NC 35403

Phone (910 792-001
Fax mo)792-0270

April27, 1998

Dear John-Paul,

Wanted to get this off to you before anymore time. got away from me. Pat and I are glad that you
are trying to help make the college textbook industry'e playing field flatter. We always felt that we were
fighting against an ihdbmitable the --the gbvernmeht, Made evbh Mare difficult beteotie it was clothed in
the innocence of public education. Any breaks we got, we made ourselves and felt lucky to get them.

As you know school administrators dislike private bookstores. They tend to resent the loss of
their monopoly and the idea that someone on the outside might do a better job than they. Without
exception the on campus operations have Wawa Improved for the students once we opened shop.
Competition is a very good thing for the consumer, and that includes' college students.

When we open our doors we always. experience some manffestation of the schools' resentment
towards us. At UTD in Testae, the boOkstote Manager told us that he hated us (his words) the first day
we opened the store, and that he would do everything in his power to see us fail. He committed suicide
six months after we opened end I always wondered if we had something to do with lit. We then began
dealing with the VP of Business Affairs at UM. He displayed such arrogance end disdain for our
legitimate requests for Information that-we had. to involve the Dallas Morning News. In slew short
articles, they were able to accomplish for us what we hadn't been able to do for months. The media was
not Isfreel tb takb bn the uhivettity etetbffi. I will -send the isrlidee lb ybu.

Here in North Carolina we have experienced the Same attitudes. When we first opened we went
to the on campus store and explained that we wanted to work peaceably and fairly In all of our dealings.
The very nice manager was quicidy replaced by a tough veteran from Virginia. She worked hand in
glove with the Assistant Vice Chancellor for Business Affairs to devise a plan to put us out of business.
For over a year they sold their books at just above cost (When overhead and operating expenses were
considered they were soiling these books at a loss.) When I caned the attorney general's office in North
Carolina I got nowhere. I said no other store in the system prices their books this way, and they only
started doing it after we opened a competitive store. it made no difference at the AG office. When we
took our complaint to the Assistant Vice Chancellors office we were told that according .to the university
charter they could give the books away if they wanted. I told them then, that b thought they would surely
lose money If they continued to sell their books for so little. I was quiddy told that It was clear t did not
know anything about the bookstore business. After the next rush we met with the Vice Chancellor s
office. They babitteb Thalit they fled Mott ibla inbhey Met the past OW end that they wanted Obtabb.
We were only too glad to hear that they said they would agree to price the batiks at Industry standard If
we would riot deviate from that price. We had to agree or die.

Lest week we mat with Dr. McKeithart the president of Cape Fear Community College. We had
specific problems obtaining the course information test semester and we .appealed to him for help. He
said he doubted whether the lease operator of the on campus bookstore was bound by Freedom of
Information statutes and that we needed to wait until his office obtained tne book information. So now we
have a situation where the bookstore receives its inforrriation from one source and at one time and some
time after that we might gat the same Information. Not equal..Not fair. We suggested that the college
collect all the information internally and then make It available at the same time to both of us. No way.
We asked if we could get on-line with the college to obtain the irdormatIon the same way the store does.
No way. Dr. McKeithan even told us that we were not to contact the academic departments directly to
obtain that information. Seems like he Is trying every trick in the book to put us at a commercial
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disadvantage. And who, suffers? The students. The bookstore at Cape Fear Community College is the
size of a closet The lines last all afternoon the first few days of class when everyone must purchase
their books. We are located less than a block from the school. Students could shop in air conditioned
comfort and have a much better chance of purchasing a less expensive used, book if they could shop
with us. But we need timely access to the book information to give us time to search out used copies.
What they are trying is unfair.

About a year NO we asked the Univertity of NOM Carolina at Wilmington (UNCW) to allow U8 to
process scholarship vouchers from students. The answer was a resounding no. They would do nothing
to accommodate us. They would not act as our accountants, they said. I thought that did not seem right
so I called the US Department of Education and asked to speak with the head of scholarship funding. I
explained my situation. I fay taxes. mytexes are given in the form of scholarships and grants to
deserving students, but they are not permitted to use those monies in my store. Seems quite illogical to
us. I was told that the current program works with financial aid offices at the various universities and
colleges around the country and was riot designed to work with private retailers. .1 went on to explain that
we are a college bookstore. Our only customers are college students, fa:fifty and parents. His
suggestion was that maybe if t ask the university financial aid office to please permit us to process the
vouchers again," they might do it out of the goodness of their hearts. I then asked him if he thought it
was fair. He said all ha could say is that the current program was not designed to work with private
retailers. The current system is unjust it is unjust to all the small private bookstores in the country and it
is unjust to atutreiga -attbratthrat. We Ceuta sell theih used bbbitt for less find give thern 8 choice
about where to use their money if the system were altered.

To me one of the best things about what you are attempting to do is that if you succeed I may not
have. to feel like a criminal anymore --a pesky gnat buzzing around and bothering the school
administrators. I might begin to feel like f was legitimately entitled to compete squarely with these
institutions. Wa pay taxes and employ people. We go to church and work on our kids school boards.
We don't want totes! ashamed about what we do anymore.

Sincerely,

al( i0101..1.01

Alison Keenan
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May 16, 1998

John-Paul, sorry the details of my life are keeping' me from the meeting thit week. Here
is a list of the things I would like to see changed. Good luck with the meeting:Regards,
Alison Keenan.

I. We should have access to all of the textbook information at the same time the school
store gets it. Thii is critical. When we get the information days or weeksafter the school
store, our ability to compete is directly impacted. We compete with the school store for
used book& If we must wait for the school store to place orders for books, there will not

be as many, used books for us to buy. This intentional delay is the most common tactic
used to inhibit our sales. In addition, when we do not know about course book
information on time, we are unable to pay as much for a book being sold by a student
The student selling the book ends up with less money. This also gives the school store
an unfair buying advantage. The solution is simple and fair. Make the textbook
information available to all interested at the exact same time. This probably implies a
university information office that can be accessed by everyone equally. As it stands now,
the bookstore receives the information directly from the academic offices and then
chooses when to make it available to us. Of course, This same idea should apply to any
changes and additions in information which typically drift in throughout the semester.

2. We should be able to sell books to students on fintncial aid. We pay taxes to help
fund financial aid programs and yet are denied the chance to sell books to these students.
Many times we have less expensive used books, but the financial aid student must pay
more for new books on campus. This appears contiary to our notions offree trade, and
fairness. I believe.the system was originallydesigned for simplicity by the DOE-- in
effect it supports anti-constittaitnial monopolies. I am unsure of the most elegant and
simple solution. -But somehow students should be allowed to shop where ever they find
the best deal.

3. More and more students are finding the debit card an attractive option for paying for
services and goods on campus. In the interest of free trade, these should be made
available to all interested retailers serving the needs of students and faculty.

4. Every summer incoming freshmen and transferees come to the campus for orientation.
Among other activities they are chaperoned througthe bookstore, introduced to the
bookstore personnel, guided through the shelves and invited to sign up for their textbook
reserve program. Nervous freshmen and their parents sign up and pay $650 that is held
on account for their books. Despite repeated requests, we have been denied access to
these all important student customers during orientation. As a result we do practically no
business with incoming students. When one of them does come in, they are usually
shocked at the money they could have saved if they had known about our store. This is
unfair. We should be allowed the same access to these students and parents as our
compction.
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5. This point is more difficult to articulate. When discussing the above issues with
university administrators, we have been told.that they could decide.to give the books
away to the students at no Cost, or they could decide to convert to a textbook rental
programeither one would-put us out of business in three months. The "be quiet and we
might let you stay here" attitude is not fair. My wish is that university administrators
accept the notion of competition and behave in a professional and just manner.

9 co
79 2_
°ng.
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East Carolina University off-campus bookstore
problems are:

I) No access to financial aid dollars. Over 50% of the school's 18,000 students
receive financial aid.

2) No access to the "One Card" on-campus debit card. Student spending is
restricted to on-campus only with the card.

3) Massive restrictions (unequal) promotion and marketing access to the students,
which is especially hurtful during freshman orientation when the off-campus
bookstore is shut out. Freshman are told they should buy their books at the
on-campus bookstore, and invited to reserve them for pick-up during the
freshman on-campus "tour".
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twayf toe
"Students Serving Students"

May 27,1998

John-Paul De Bernardo
De Bernardo Law Finn
One Twelve Tryon Plaza
Suite 1010
Charlotte, NC 28284

Dear John-Paul:

As per our conversation on Friday, May22, I am submitting to you some of the
problems, situations, and stories I havepersonally encountered or have heard relating tothe college textbook business. I agree this is the single most important Issue concerning
the private college textbook stores in this country, and I appreciate all your hard work. 1
apologize_ that _I did not have this information to you sooner, however, it took much
longer than expected to collect all theinformation you requested.

I clIrrently operate one store at the University of Oklahoma (OU) which has been open
since December of 1996, and In the process of opening a new store at the University of
Tennessee in Knoxville (UT). Needless to say, I have encountered many problems indealing with the universities at both of these campuses. Listed below are the problemsthat 1 have had at OU and UT.

1. In October of 1996 Irequested the book information for Spring 1997 from the on-campus bookstore manager Clary Madole. This store is leased to theFollettCorporation through May 2001. Mr. Madole informedme that even though.the storeis located on university property, the on-campus bookstoreis not subject to theFreedom of Information Actand would not give the off-campus stores any bookinformation. This has forced me to contact forty-nine different departments for bookinformation.
2. Next I began contacting all the departments at OU and informed them that I wouldlike a copy of the book information. Most ofthe departments have been fairlyunderstanding except the Architecture Department 1 was informed that theArchitecture Department prefers to only give theirbook information to the on-campusstore. Now 1 had a problem because I was unable to obtain the information from theArchitecture Department or the on-campus store. I next mailed a letter to everyprofessor in the Architecture Department as per the advice of Assistant Dean, Joel

1337 W. Unduly Norman, OK 73068 (40S) 447-BOOK (2666) Fax (405) 447-1600 vAvw.boometbooke.corn
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Ditrich. Out of forty letters, I received only one response. This ordeal went on for
one year before a solution presented itself. A group of students in the Architecture
Department frustrated by the cost and selection of textbooks for the college protested
to the Dean. As a result this tall will be the first time any off-campus store will be
carrying a full line of Architecture books.

3. 1 have also requested access to financial aid and scholarship money. Students receive
this money every fall ;aid spring. The student, takes a voucher to the on-campus
(Follett) store and purchases their books and supplies. The Financial Aid Department
informed we that the university's policy is to nut allow off- campus bookstores to
accept these vouchers. In addition, I was informed that the contract between the
university and the Follett Corporation gives the on- campus store the exclusive rights
to all financial aid and scholarship money. etee.thegenclasertaxoteptiparatelt
manner:

In September 1998, Mike Koppelman, a student associate of Boomer; informed nit
that he is fbrced to purchase his books on-campus because his scholarship uses this
voucher program. We determined that the cost of his books would have been $75
cheaper at my store before his associate discount. This means that the endowment
that paid his scholarship is being overcharged by $75! This is staggering if you
consider every scholarship in the United States..

4. OU has an on-campus debit card called "Sooner Express". This card has existed
since the early 1990's and uses the HARCO software system. This system is
university operated and allows students to deposit moneyinto an account. This
money can be used solely on-campus at the bookstore, copy machines, vending
machines, food establishments, etc. I approached David Shirley, the director of the
Bursars Office, in January 1997 about amassing this debit curd system. I was
informed that the university does not send out monthly statements and does not have
a maximum loss guideline. If the university allowed off-campus use of the card they
would be subject to Federal Regulation E which mandates these requhements.

1. At the University of Tennessee, I requested the book information from the on-campus
bookstore director, Wade Meadows in April 1998. Mr. Meadows informed me that
could nut receive the book information without a business license. This was a ploy to
keep me from obtaining the book information before buyback which started at the
beginning of May.

2. UT also has a debit card called the "All Star Card". This card can once again be used
at all the on-campus merchants (including the bookstore) but not off campus. Today I
spoke with the director of the "All Star Card", bliss Smith, and she informed me that
the university may one day take the debit card off campus. She said the university is
extremely busy tieing the year 2000 problem and does not have time to work out the
details ofthis problem until January 2000. She also said the university is
concerned about Federal Regulation E and whether universities arc exempt. The
bottom line is the administration does not want to make national waves and does not
want the card to go off campus.
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3. Once a freshman has been admitted into. UT they sign up for a date to attend freshman
orientation. This two-day orientation is designed to allow the students the
opportunity to become familiar with the campus, get registered for classes, and meet
new Mends. During this twu-day tuns the students are lead into ihe un- campus
bOokstore for an hour session on buying books. The students are then told that this is
"the bookstore for the students and that they can reserve their books now for the
Fall." Since the freshman is not yet aware That there is other off - campus bookstores.
they reserve their books then. This is the reason the on-campus store reserved 98% of
all incoming frochinen'c'books and had Si timillion in sales last yiar.

Texas Christian University (TCU) is a private university in Pt. Worth, TX, which has an
enrollment of 6,000 students. There is one on-campus bookstore that serves the
university. To my knowledge, there have been two attempts since 1989 to open a private
bookstore. The first attempt was by one of my partners. Wil VanLoh. He requested the
book information from the on-campus store and was told that the book information was
not public record and he could not obtain a oopy. If you would like. to discuss this further
with Wil, feel free to call him at (713) 225-4700. The second attempt was In 1994 by two
students of the university. These students also requested the book information from the
on-campus store only to be denied as Wil was years earlier. They then attempted to
contact every professor on-campus to gather the information. I understand that they had
some success gathering the information until the administration became lmowledgeable
of the plan. The administration then sent a memo to every professor to strongly
discourage any cooperation with than students. This smothered all chances of these
students opening a store. I am trying to locate the names and numbers of these students
for you.

As I mentioned in our conversation, Oklahoma State UniVersity (OSU) has been very
unusual. Thomas Thrower, whose family has been In the college textbook industry for
the past twenty-five years, opened a private college bookstore, Cowboy Book, in the
1980's. The store did eatteinely well anal even expanded several times. The uolversity
union, which housed the on-campus bookstore, had just completed a large remodeling
job, which was financed by newly issued bonds. These bonds were to be repaid from the
profits of the on-campus bookstore. The administration then became concerned that they
would not be able to repay the bonds. Next the tmiversity instituted an on-campus card
account. This would allow every student to buy his or her books and charge them on
their bursar's bill. This destroyed Cowboy Book and eventually lead to Thomas having
to declare bangtuptcy. I strongly encourage you to speak with Thomas at the number 1
gave you. Thomas can also give you more information on the 1997 closing of Smith's
Books, which was the other off campus bookstore.

You also inquired about the Baylor University vs. The Spirit Shop case. This case
concerned book list mews. Brent Pennington is the former owner end could be of help.
He can be reached at (254) 772-9225.

BEST COPY AVAILABLE



I am sure that I will hear more stories and encounter more situations as I move forward
and will keep you informed of any new information I receive. Keep up the hard work,
and if you have any questions, please feel. free to contact me at my UT store, (423) 523-
1950.

Sincerely,

Ze'
Charlie Hamilton
Enclosure
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ARIZONA

John -Paul deSernardo
CABS* Legal,Cooniel
(704) 372 -3338

Our Nr. deBernardot

BOOKSTORE

September 17, 1998

I am encouraged to hear that there will be a hearing before the Senate'
Small Businsee Committee on Thursday, September 24th. regarding the
CUBA legislation.

As small, private bookstore, we are constantly trying to compete with
the University of Arizona Bookstore ln a bueineee environment thet le
unfair. In the past, the University would issue checks to students that
qualified for educational assistance. Now all of hose Cuudu ace plaued
into accounts that are controlled by the University and the students
must use that money 04 oampue.

The Bookstore on campus also dove not have to charge city or state sales
tax on the purchase of textbooks. As a private store, we are required
to charge 2* which le a ulty tax. The Bookstore advertises this to our
disadvantage sines as are required to charge this tax.

Any help that yoU can give to us in resolving these Disuse will certainly
be eppreulated.

Sincerely.

Gale 8. Elliott
General Manager

B C\
.`_;20622 1717 FAY 5211101 111119 8;5.14 Park Ave Tou,nn AZ E5719 181111
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CAMPUS
BQDKSTORE

1;50 WALASOFFCAWIPUSALTERNATIVE

September 17, 1998

John-Paul The Bernardo
The Bernardo Low Firm
One Twelve Trion Plaza
Suite .1010
Charlotte, NC 28284

Dear John-Paul:

JOhn Albertson, Manager
Dane llooeby, Asst. Manager

In preparation for the September .24th hearing before the Senate
Small Business Committee, I would like to relay a few of tho
situations we've encountered here at the University of Arkansas
at Little Rock.

1. in september 1995, a number of students on financial
aid wanted to use their financial aid vouchers at our
off-campus bookstore because our used Duuku were 25%
less expensive than the new books sold at the on-campus
bookstore. The on-campus store in reference is leaned
to Barnes & Noble through July 2003.

Rather than disbursing the financial aid award with a
check, the U.A.L.R. Student Financial services Office
issues a voucher to the student (encl. *1). During the
1995 Fall Rush, several students assigned their voucher
awards to Campus Bookstore, our off-campus bookstore.
We submitted these vouchers to the U.A.L.R. Ottice of
Student Financial Services for payment. We were then
told that the students could not transfer or reassign
their financial aid awards from the Barnes & Noble on-
campus store to ours.

In addition to the refused vouchers, the U.A.L.R. Office
of Studont Finanicial Services accidently included an in-
house memo. In this memo Cari Wickliffe, the U.A.L.R.
Student Financial Services Supervisor, instructs Gina
Fields, of the U.A.L.R. Cahier's Office, not to pay us
for the reaesignaa vouchers (encl. *2). Cari Wickliffe's
boss, Sam Howell, the Division Chief of Enrollment Plan-
ning and Studont Information, attached a "post-it" note

WOG S. University Ave.
(501) 562-5455

servhe tM
University of Arkansas at Little Rock

Little Rock, AR 72204
Fax (501) 562-0086
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CAMPUS
BCOKSTORE

4-1; 5iP. 'DALAI OFF CAMPUS ALTERNATIVE'

CONT.
PAU. TWO

John Albertson, Winegar
Dams Ronny, Asa. Manager

to the same in house memo gleefully reporting to Cari
that it "Appears to me several students have received'
free books!'. Because of this unfair practice we are
forced to turn away all financial aid assisted students.

2. Rvery aamaatar mince ve opened in August 1992, we have
been denied access to course- packs, lab manuals, and
the course syllabi that are required for course vork at
our :university. The Barnes 6. Noble store takes the
original manuscripts to the enpy alum, has their quantities
printed and then takes all copies and the original man-
uocripts back to their store and refuses to make them
available to us. These actions restricts the availability,
ofthe roquirod course materials and requires all enrolled
students in core courses to buy from oneTsoureeZBarnee
Noble.

These are bUt two situations in whit:4% we are either restricted or
totally diabled from serving the students and university community.
if you have any questions please feel froo to contact no at
Campus Bookstore.

Sincere y.

Albertson
closures

Ssoolapthe

university of Arkansas of Little Rock
3008 8. University Ave. Little Rook. AR 72204
(501) 582-5455 Fax (501) 552-0088

BEST COPY AVAILABLE
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Officed Student Financial Services
TO: UAW Bookstore
FROM: MLR Student Financial Services

/94
STUDENT: ZAAJIA-;,-

UALR STUDENT IDt-156 -l3- (la,

The above named student will receive student financial aid and has been authorized
to charge books up to the limit listed on this voucher.

THIS VOUCHER MUST BE USED THE SAME DAY THAT IT IS ISSUED. EACH STUDENT IS
ALLOWED ONE (0 VOUCHER PER TERM.

VOUCHER LIMIT: 6b-ifZ041_

STUDENT AID OFFICER SIGNATUR

vim

HOW TO USE THIS VOUCHER

1. PLEASE TAKE YOUR VOUCHER TO THE BOOTH AREA IN
FRONT OF THE BOOKSTORE THE BOOKSTORE WILL SET UP
YOUR ACCOUNT 'WHILE YOU SHOP.

2. BRING YOUR BOOKS, SUPPLIES AND STUDENT L D. TO THE
RWISUCIL AREA MARKED SPECIAL STUDENT CHARGES
INSIDE THE ROOKSTORE. THIS IS WHERE YOUR PURCHASE
WIIL BE PROCESSED.

REMEMBER:
KEEP YOUR REGISTER RECEIPT. YOUR RECEIPT IS
REQUIRED IF YOU NEED TO RETURN A BOOK. AIL BOOK
RETURNS WILL BE HANDLED AT THE BOOTH AREA.

BEST COPY AVAILABLE
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0014 Book Store, Inc.
Genet if edleweed end Cows lend

ATLANTA 3, OIORGIA 30303

Phone bulimia 43172

Sept. 17,1993

Challenges In ccanpeting with OSU tempo store.

Our two primary difficulties, although there are many others, in competing on even turd with the
campus bookstore at Georgia State make fair conipeddon an impossibility. The majority Of OSU students
are receiving some fbrm of financial aid, and because only the campus-bookstore is given access to these
students, I am unable to offig my goods and unties to them. This, in effect, uses my own tax dollars to
establish a monopoly against my Witness: The students , and thereby the taxpayers are not saving any
money throush this arrangement and in many cases are forced to purchase new texts at Increased cost to us
all, while used less expensive copies sit on my shelf.

I am also, as a non-campus business, restricted from access to the atudcnta in many wars. 1 am a studentat the University as well, and when standing inline to pay fees, must pass a table set up by the campus store
to take.pre-order textbook !donation (mm the students. they': requested similar space and been refused.
The campus store brings in outside textbook buyers and reserves space for them In the classroom buildings
during finals . eating tremendously In the buyback business my store ran do and thereby limiting the numbte
of wad, less expensive tests I have to offer the students In the following tett. 1 hay* again hem refused
similar *pm thr this activity, I am also restricted Ran Soren to the student dormitories and must watch the
rsenpus stove advertise In the donne for , and carry out a delivery business to the students rooms.

These are but two of the restrictive pitctkes common to campus stores In what should be a competitive
environment. I have_wotked tbr a molar university more in the past, and' can assure you that we were
reminded regularly of our advantage In this area, and encouraged to mbito every usage of it.

Drew Senna
Manager
Georgia Bookstore

11J.. aad 140i Salve 01164
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ARO E. VIMONT
THY C. WILLS

9 999 RO F. LOVELY
RICHARO M. WEHRLE
FRED E. ruGAzzi. JR.
J. STAN LEE
J. THOMAS RAWLINGS
OAWN S. LOGSOON
LAURA A. CPANGELO
MARY E. SCHOONOVER

August 5, 1998

Ms. Christina Hesse
Office of Senator Lanch Fairdoth
United States Senate
Washington, D.C. 20510

Dear Ms. Hesse:

38

LAW OFFICES OF

VIMONT & WILLS PLLC
SUITE 300

155 CAST MAIN STREET

LEXINGTON, KY 40507-1317
TELEPHONE (3051232-2202.

FAX (5001235.2527

First let me thank you for providing us with the Secretary's responses to Senator Fairdoth's questions. In many
respects, the responses underscored the daunting task that campus area entrepreneurs face when they try to compete
against university bureaucracies. I applaud the Senator's efforts in trying to level the playing field.

As you already know, our firm has filed suit on behalf of Kevin Terrell, owner of Study Master, a small, off-campus
textbook store, against Morehead State University (MSU) (Copy Enctosed). The University is for and away one of the
largest employers in the rural and largely underdeveloped mountain region of Eastern Kentucky. They enjoy a
disproportionate share of influatce and economic strength within the community. Their reckless disregard for the best
intersts of students, In the context of this influence, was one reason that led us to file the case in federal court.

We believe that MSU has violated 34 CFR 161-167 by refusing to honor the assignments of financial aid executed by
students for less expensive textbooks purchased at Study Master. In fact, the system as designed by this particular
University is punative towards students who do not comply with their rigid financial aid rules. The rules point out,
and it is our fundmental argument, that the University is merely a caretaker for the students' financial aid fund and
may not prevent a student from using those fiends to purchase textbooks at an off-campus location. To do so is an
egregious breach of the University's fiduciary duty to the students it is supposed to serve.

Our goal is to end this injustice at Morehead and in the process reduce the costs of higher education to students while
at the some time saving taxpayers' money. Please keep us informed of any developments. Thank you for your efforts.

Enclosure: Verified Complaint (Copy)

cc: John-Paul de Bernardo

FADocumentsISLed8548310805981.30.wpd
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4500 College Avenue
College Park. Maryland 20740
301.927-2510

Date: September 17.1999

To: John-Pal di:Bernardo

From: Ted Ankeney

Re: CASBA Legislation

There are two major problems facing the Maryland Book Exchange at the Ur ivac:1yof Maryland at College Palk. They ate Mak coined as follow
First, the Univerely has a debit card *dam called TerrapinEwe* We have beenunable to accept TerrapinEwen because our telephone exchange 1 dfferent from thatof the University. I estimate that we areloduld out of sales approaching tl.0011000 thatthe Unwerskv bookstore receives through Terrapin Express.

Our second major problem is lens definable in that we do not know how much potentialbusiness we are losing because of firiancial aW being locked into the UniversilsrsYstalaThe Univeray of Maryland Cclege Park has. according to the's estimates, *Prawns"32.000 kill time souua alert students. dm to their fame., Rilt of these studentsreceive some form of financial aid which is through ether a credit system orcheck:.

It is ray hope, that some of legislation. these two whim: can be resolvedso that we are on a ievel field erlh the Uriversiybookstore. It is wit! fair that theprivate sector has the of compete equallywith the state institution for
NI oars be of are; further assistance, please de not hesitate to contact me.

Sincerely,

TedAnkwesy

BEST C PY AV 1 ii LE
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1078 HURON RIVER DRIVE
YPSILANTI, Ml 48197

(313) 485-2369

September 15,1998

ichafaul delikentudo
CASBA Legal Counsel

Dear Mr. dear:nerds,

We believe there ate two main areas which represent the Univaslty Bookstore's ability to monopolize sales of

books and admallusel susswials to students at Borten hfichisan University and at Washumsw Coin nunhy

College. The first is the matter or student finencid aid charges. Students receiving htkral and Wale money from

programa sohnintrimed by the Usivereky/Obficip arc only alloscd topurchase books and supplies ban the

"Older wampum bookstore (leased by the °Mamma stores are ant allowed to set up

accounts fir these students and bill the UniversitylCollese for their pastimes. This completely cuts out the

coMpetitiOs from access to these sOrdenta.
The neer Is WWII: to the &sr, Is cam muting out the compedtion. At EMU. there is art co-costinn debit curd in

me called the Eagle Ewes Card Students set up a debit account with the University, depositing funds at the
beginning of a -meter which umlaut be withdrawn mail the end of the term. They then min use their cord at

University dining *halides (only) and at the onmimpus bookstore (only). Local businesses are not able to take this

carw mr purchases, nor am etudants withdraw math from their accounts to purchaseboobs eff-oempus even if the

ow:awn dote is wed out of the beak they sea Such a debit cord sywem is being considered** %Atom
Comnnmhy Wiese, which mum* administers its pdvate student loans and pants in s similarfashion, not

allowing siudems to mite their vouchers off campos for purchases.
We hope this infermstion u tarebi Is your deliberations abuts this legislation.

Sincently,

Sown Damn
Manager

ESTCOPYAVAI BLE
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4kNirit961- ,
SOUTH CAROLINA. BOOKSTORE

CORNER or GREENE a MAIN P.O. BOX 24 COL.LII4MA, SC 29202
FAX (803) 799-5521 (803) 799-7406
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Colloquium Bookstores
Colloquiutn Books

320 University Drive .

San Mareos.Texas 78666
(512)392-6641

Fax (512)392-1074

Thursday, September 17, 1998

Attn: John-Paul deBernardo
CASBA Legal Counsel

Colloquium Too!
700 North L13.1
San Marcos, Maas 78666
(512)3964313

The University Bookstore at Southwest Texas State University in San Marcos, TX uses
. it influence to-make our intracamptis interaction as difficult as poSiible. They do not feel
that we should have a presence on campus. We are not allowed to be an active part in any
Orientation programs or information packages. The Undergraduate Catalog, which was
free until this year, is now being sold exclusively at the University Bookstore. Course
materials that are compiled by professors and required in their classes, are being printed
and sold exclusively at the University Bookstore. Two years agu.we were told by the
Bookstore Manger that he would no longer sell any of these Course Materials to off'
campus bookstores, nor he would allow us to buy them off their shelves. All books and
supplies bought with funds from athletic and scholarship programs, veteran benefits,
departmental acquisitions, and most financial aid is handled exclusively by the University
Bookstore. A University Debit Card was being used at the Bookstore: but was dropped
when they were recently required by state law to.Make it available to off campus
businesses as Well. They complain or put pressure on organizations and departments
within the University, when we are allowed to do advertising on campus as a result of
financial support or a sponsorship. Basibally, they do not want competition or us to be on
campus; forgetting that they are part of a public institution which is supported by our
taxes, generated from an economy that is based on free enterprise.
The Bookstore exists as a provider of services for students, but they were not designated
the sole source. They should not be involved in tactics of exclusivity discriminate
against local businesses and limit the freedom of choice for the stude ts of this campus.

Sincerely,

Kay Moore
General Manager
Colloquium Books

BEST COPY AVAILABLE
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.L Af13001(STORIE
. ,

. , .

1716Nortk Maks Ave.
Saw Antonio, TX 78212

Phase (214 2224123
Fax (210) 222-1580

18, September 1998

To: John-Rant deBernardo
CUBA Legal Counsel
Fee (704) 372-3338

From: Joseph P. Pulg
Gessmal Messmer
L & M Bookstore, NBC 861

Our problems regarding the on-campus bookstore are primarily ones of access and
choice. Many forms offlitancia laid given to the students limit their choices ((where
they can purehase their books and sambas. The college allows the an -c mm bookstore
to charge against various forms qffinancial a14 including Pel (Grunts, scholarship
grants and loaves Because the on-campus bookstore is given this privilege and we we
not, the choices available to a largepercentage of the student body are automatically
limited catc4 zonsequentk these students are unable to take advantage of the competitive
environment created by private off-orattpus bookstores such a fours.

In my estimation, ow college does an excallont fob of releasing Pell Grant cheeks to the
student body on a very timely bask usually the first rotmd ofcitecks are released a few
days prior to the start grilse semester. But even taking this into account. the options
available to the students are curtailed by making them wait for this date and not allowing
them a choice rthey choose to purchase their books earlier. Should a student choose to
purchase their books and supplies early; they have no choice but to purchase them from
the on-campus bookstore where they can charge them. against theirPell Grant prior to
the tactual check being written. .For .students.with other /crow affinancial aid their
.choices are often limited to the on-campus bookstore (=elusively because the funds are
never made available directly to the student and their only choice is to charge their books
and supplies on-campus.

Competition is a cornerstone to our free-nsarket economy and bellow there are many
obvious advantages available to consumers in this system. In the academic setting the
students are the commoners and I believe that financial aid In any film should allow the
beneficiaries of this aid to takefull advantage of our competitive system rather than limit
their ability to make this system norkforthem. The stem should provide whatever
financial aid, educational loans or scholarships that nary be appmpriate but one these
decisions are made allow the recipient the choice of were these funds are spent Any
system that provides anything short of this is in need grcorrection.

Thank youfor the opportunity to provide you with this information

BESTCOPY VAI BLE
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Mt. Ken Swain°. Managing Editor
College Store 'Executive
025 Old Country Road
P. O. Sox 1500
Westbury, MY 11590

Re' C8* September - Campus Cards Conform to Perform

Dear Mr. Saglino:

I quote from your article, which quotas Bruce Lana, vice president
of The CBORD_Group. °People have seen that they can latch onto that
money, it gives them a competitive advantage over that bookstore
around the corner*

I have that bookstore around the corner and have questions about
several points. Is it ethical to hold a student's funds and due to
the use of the card force that student to purchase from only one
source? What if that bookstore around the corner has a used book
selling for $45.00 while the campus (card operating) bookstore! ban
a new book selling for $50.00, is this in the best interest of the
student?

The portion of the statement "...they can latch onto that money...
really speaks volumes. State owned college. and universities are
not interested in the welfare of the student, they are only trying
to milk the cash cow.

In Texas, institutional, stores offering debit cards duet, by law,
allow any establishment which offers similar or like merchandise
for sale to participate in the debit card system. This allows
students to spend, their funds as they deem best.

Those of us who have been in this business for any length of time
are well aware of what these institutions are trying to accomplish.
I for one, have been around for forty years and know a good .many of

the tricks. We as that bookstore operators knew when we went into
business that none of the advantage wee with us. The institution
in addition to having the best location, pays.no federal income
tax, no state income tax, no ad valorem property tax, no worker

coppeneetion no unemployment tax, and no insurance. They enjoy
the full faith and credit of the wiusto. aw law ova,

45
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contribute to any campus organisation's fund* drive such as Mb,

United Way, fraternity /sorority fund raisers, etc. Most off-campus
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James E. Raney, Owner
P. 0. Box $330e0 NICOOCIOChOS,Texas 769813090 (409);66447w,

operators feel obligated to support the student organizations that
support them and thus make the contributions to various and many
causes.

Many university presidents use the profits from the bookstore as a
"slush" fund to spend in almost any manner he or she no desires.
Often times it funds trips that are not in thebudget. Sometimes
it pays stipends for some visitor to the campus. Regardless of the
expenditure, the funds that are derived from the - ".so- called
auxiliary enterprise are not funds that university officials have
to go grovel for before the legislature.

For one, 1.am damn tired of these money grabbers. And with the
electronic era, it appears that another level of the battle is
occurring.

The university .people do not understand the real meaning, of
competitiOnv at least. the 'waning of fair cOMpetitiOn. Fair
competition means that factors such as.better merchandiee, better
prices, better services, better advertising and other, factors
available to all in the-marketplace determine where-the customer
shops. The universities'idov,not use anT of these in their
competition. They primarily use the methods.which-trap the student
on the campus!' debit cards, university credit, Withholding Student
loan_funde until_after 'the. semester ie well Underway before the
funds are dispensed and the-services.of the MORD Group.

NACU should be aware that the institutional store may become a
thing of the past as lease operations become the way of the future,
aud.that the privately owned stores'represent a substantial number.
in the membership. It his only been recently that MACS has
recognised the privately owned store's. Inenember.that i have been
in the business for forty years).

Finally, if,eny private. More is Imacerned:about its future it
should contact thi-John-Paulde-Nernado law Firm at 112 Tryon
Plasa -Suite 1010i:rin Charlotte, North CarOling28284
to articipate in .helping'. pass federal legislation that would
provide a more level .playing field. The ,legislation would
.accomplish this by requiring institutions receiving federal funds,
federally.guaranteedstudent loan or grante.to,allow the recipient
ofthefunde to be given the opportunity to spend. his loan or grant
on education as he chooses.

Sincerely,

11:anoy

Extended Page
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DOMINION

BOOKSTORE
ow. at Nebraska Book Co.

1074 West 47 &met
Wolk, VA 23608
(804 4234363

FAX (204) 423-6049

DATE: September 17th, 19911

TO: JohnPaid *Bernath)

PROM: Andrew A. Cowherd

RE: CARA legislation

Two of the worst problems 1 face in dealing with the on-campus bookstore (leased
by Barnes and Noble Book Co.) are receiving textbook information and getting a list of
incoming &Amen:

When die different departments on campus turn in their textbook information on a

requisition form, I do receive a copy from the on- campus bookstore. However, if the

*Paritand or professor Ws or faxes the on- campus store, I receive, no information on the
cause.

Incoming freshmen that attend ODU Preview (the ftedunan summer orientation)
am given a tour damps by upperclassmen chaperones hired by the university. The.
chaperones hie the incoming freshmen to the on-campus bookstore and inform them that
this is the place to buy their textbooki They are she told to drop off their sehedules so the
on-camtpus bookstore can box up their books and have them ready alien they come back
In the fall. There is no mention of an of alternative.

cannot get a list of the incoming freehmen from the universitt M4jor
corporations, however, who ate not in direct competition with the university (ruck as banks
and credit card companies) have no problem attaining the information. lien had EMS to
the incondng Andre= we could offer a reservation service as wall, with a substantial

to the student.

Sincerely,
Andrew A. Cowherd

itiuf
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116 South Mein ht.
elackilburg, VA 24060

040) 6524444'

September I7, 19911

John-Paul &Bernardo
CASSA Legit Counsel

Dear Mr. deBernardo,

At Virginia Tech, a state University of 25,000 students, we, as a private, off-eampus
bookstore are not allewed to sell any books, school :wiles, or computer,equipment to
any students receiving financial aid or scholarship money. This pertains to any student on
either academic or athletic scholarship or assistance.

I can understand the University wanting to control the Athletic Department dollars, but
many of the various Academic Scholarships are from private funds, state monies,
endowment mints, etc.. and I do not think-that the private sector should be excluded
from servicing this group of students just because the University wants their money to go
thru their bookstore. We arc oompctive in our pricing, and an individual or orpniaation
should be able to "shap" for the best value on all their educational needs.

sincerely.
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A. Letter dated May 16, 1998 from Senator Lauch
Faircloth to U.S Secretary of Education Richard
Riley.

B. Letter dated June 22, 1998 from U.S.
Department of Education representative Jeff
Baker in reply to Senator's Faircloth's letter of
May 16, 1998..

C. Letter dated July 8, 1998 from U.S. Department
of Education representative Jeff Baker in reply to
an e-mail message of April 18, 1998 to President
Clinton from Mr. Daniel Lieberman, a
Pennsylvania ofdcampus bookstore owner and
CASBA member.
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United tStates Oensite
WASHINGTON, DC 20510 -3305

May 16, 1998

Honorable Richard W. Riley
Secretary
Department of Education
600 Independence Avenue, S.W.
Washington, D.C. 20202

Dear Secretary Riley:

I am writing to inquire about the Department's policies regarding the use of federal aid at
on-campus college bookstores and college or university- issued debit, credit and smart cards.
You may recall that I raised this question to you when you appeared before the Labor, HES,
Education Subcommittee on March 5.

I am interested in further information about your agency's guidelines and would
appreciate your answering the following questions:

1. What is the Department of Education's policy regarding the use of student purchase vouchers
and/or electronic crediting at off - campus college booketores and other campus area businesses?

2. What is the Department of Education's policy regarding the release of college professor's
textbook requirements to off - camas college bookstores?

3. Who does the Department of Education consider the primary beneficiary of its federal student
financial aid - the students or inetitutices?

4. What is the Department's policy regarding student use of so-called "campus cards" - debit,
credit, or "smart" cards? Are "campus cards" open to all on-campus and off-campus businesses?

S. What arc the Department's plans for further fostering competition and increasing student
choice?

I would appreciate responses to these issues by Friday, June 13. Thank you for your
attention to this matter. If you have any questions please do not hesitate to contact Christine
Hesse la my office at 224-3154.

Sincerely,,

q?"'Lauch Faircloth
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UNITED STATES DEPARTMENT OF EDUCATION

OFFICE OF POSTSECONDARY EDUCATION

Honorable Lauch Fake loth
United States Senator
Washington. DC 20510.3305

JUN 2 2 i998

Dear Senator Fain; loth:

Thank you for your May 16, 1998 letter to Sweaty Riley regarding the use of federal aid at on-
campus bookstores and college and university issued debit, credit, and smart Cards. Your letter
has been referred to my office, and I am pleased to tespond.

In your letter, you asked specific questions about the U.S. Department of Education's
(Department) policies regarding student choice and common business practices employed by
institutions participating in programs authorized by. Title IV of the Higher Education Act of
1965, as amended (Title IV, HEA). For ease of refenmee, I will 4tate the questions you posed
in your letter along with the Department's response to each of thosiquestions.

1. What is the Department of Education's policy regarding the usIof student purchase
vouchers and err electronic crediting at off-campus college boolcares and other campus
area businesses?

Respite: The Department does not restrict or probibh generally accepted businesspractices,
such as granting consumer credit (e.g., student purchase vouchers or "campus cards") or the
establishment of mutually agreed upon business relationships formed between institutions and
off-campus bookstores and other area businesses. The law andcurrent regulations allow an
Institution to use Tide 1V, HEA promo funds to satisi$, chtuges for tuition and fees, and room
and board. After the institudon credits the atudent's account with Title IV, RBA program itmds
for those charges, any Bards remaining am given to the student. Therefore, the student mey
always exercise his or her right to purchase books and supplies from other sources. However, if
the student chooses, he or she may allow the institution to apply those remaining funds to other
charges the student has incurred, including charges at on4ampus bookstores.

2. What is the Department of Education's policy regarding the release of college professor's
textbook requirements to off-campus college bookstores?

Response: In acco rdance with Section 103(b) of the Department of Education's Organization
Act (Pub. L. 98-88), the Department does nor have the authority to regulateor otherwise exercise
control over the direction, curriculum, or program of instruedonat postsecoedary institutions.
Therefore, the Department does not regulate or control whether schools release 'dominion about
students' textbook requirements to off-campus bookstores.

see INDEPENDIDICE AVE.. LW. WASHINC4014. o c 20202
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Page 2 Honorable Lauds Fairebnh

3. Who does the Department of Education consider the primary beneficiary of Its federal student
financial aidthe students or institutions?

Response: In accordance with Section 400 of. Title IV, HEA, which states that the purpose of
the Title IV programs is ". . . to assist in making available the benefits of postsecondary
education to eligible students (defined in accordance with section 484) in institutions of higher
education. "the Department considers students to be the primary beneficiary of the Title IV,
HEA programs. However, the Department also considers participating postsecondary institutions
to be its customers due to their role as fiduciary agents. The Department works with
participating institutions to ensure that all eligible students receive the' benefits and rights
associated with their receipt of Title IV funds.

4. What is the Department's policy regarding the use of so-called "campus cards" debit, credit,
or smart cards? Ate "campus cards" open to all on-campus and off-campus businesses?

Response: The Department does not prohibit the use of debit, credit, or smart cards, as long as
Title IV funds are only used to pay for tuition, fees, room and board, and ether charges
authorized by the student, and the student has given his or her permission to the school to hold
Title IV fhnds on lds or her behalf. If a participating institution wishes to establish a business
relationship_ with an ofkampus business to provide students with books and supplies, it may do
so. Similarly, off-campus businesses may establish business relationships with schools and
students if they so choose.

S. What are Me. Department's plans tbr further fostering competiticm and increasing student'
choice?

Response: The Department is committed to a full and Ssir implementation of the statutory and
regulatory requirements-relating to schools' Management of federal student financial aid funds.
The Department believes that the recently implemented cash management regulations balance the
need for consumer protection with the need for flexibility in managing Title IV funds.

I hope this information is useful to you in better understanding the Department's position in this
matter.

Jeff B
Policybevelopment Division
Student Financial Assistance Programs

BEST COPY AVAILABLE



68

UNITED STATES DEPARTMENT OF EDUCATION

orytca yosrstootamar EDUCATION

Mr. Daniel Lieberman
4504 Adams Court
Chester Springs, Pennsylvania 19425

Dear Mr. Lieberman:

JU. 8 I888

Thank you for the April 18, 1998 electronic mail message to President Clinton, which requested
to meet with him to discuss waste and abuse of taxpayers' funds in the fodoral student financial
aid programs. Unfortunately, the President is unable to meet with you personally, but the White
House has referred your concerns to the U.S. Department of Education's (Department) Student
Financial Amderonce-Programs. I am pleased to respond on behalf of the Department.

In your message to the President, you allege that students sue forced to purchase their books and
other supplies at bookstores owned by institutions participating in programs authorized by Title
IV of the Higher Education Act of 1965, as amended (Title IV, HEA). Federal law and
regulations allow an institution to use Tide IV, HEA program funds to anti* charges for tuition
and fees, and room and board However, after the institution credits the student's account with
Title IV, HEA program funds for those charges, any Amds remaining are given to the student.
Therefore, a student is always free to purchase his or her books and supplies from other sources,
if he or she chooses to do so. Furthermore, the Department does not restrict or prohibit the
establishment ofmutually agreed upon badness relationships formed between institutions and
off-campus bookstores. Therefore, lf a participating institution wishes to establish a business
relationship with an off-campus bookstore to provide students with books and supplies It may do
so. Similady, off-campus bookstores may establish business relationships with schools and
students if they so choose.

While you do not specifically state how students are "forced" to buy required course materials
from the on-campus bnakstores, I would like to clarify that institutions are specifically prohibited
front.asiaca student's Title IV. HEA program funds to pay for books equipment, and supplies
without the ;Anilines express written permission to do so. The regulations also specifically
prohibit an institution from requiring or coercing a student to provide written authorization to
hold a student's funds or to apply those funds to other charges.

Please rest assured the Department is committed to a full and fair implementation of the statutory
and regulatory requirements relating to schools' management of federal student financial aid
fimds. I hope the explanation I have provided of the federal laws and regulations governing a
participating institution's use of Title IV Binds eases your concern that the Department is not
adequately protecting a student's tights and responsibilities.

GOO OIDEPEZIONCEAVIL S. WAGIONOION. DA/ 50M
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Page 2Mr. Daniel Lieberman

if you have specific documentation that an institution is violating federal taws and regulations,
please contact the Office of the Inspector General's Hotline at 1-800-MIS-USED.

Jeff Baker, Director
Policy Development Division
Student Financial Assistance Programs
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Student/Parent Voices
of Pennsylvania
Feedback on. the cost of textbooks from
Pennsylvania college sttidents and their families.

Pennsylvania Students and their families Continually battle the ever-increasing cons of a college education. A frustrating area
concern that needs to be addressed is the high coat of textbook& Many campuses enjoy monopolies and exclusively sell textbo: 3
and other supplies to studevits and their families. When such a monopoly exists, businesses can charge exorbitant prices for dr
goods because consumers have no other purchasing options. Essentially, there's only one game in town*.

The edstence of off campus bookstores is fUndamental to the preservation of the students' right of choice, the prevention of
monopolistic marketplaces, and the creation of a competitive environment that benefits consumers with lower prices and bet:. 1r
services.

Yet many of these off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketpla:. t.
There are m&ly disadvantages that off-campus stores endure hi order to offer their services to students. It is in the beet internt
of all students, families, tax payers, and even the universities to make sure that off-campus competitors be protected from lint?!
competition.

I understand these principles and mould like to give you my opinions and feedback on how you can help preserve my ability
choose.*

I agree

Er.------rach
university in Pennsylvania that receives state funding should be required to make el

professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

I agree
The current system of allocating student's- financial aid, scholarship, or grant monies it3r
school supplies does not allow a student to spend their state or federal allocated money whe..s
they would like to. Student's are forced to by their books On campus and do not have a choke.
All untveraities in Pennsylvania should be prohibited from taking away students' right

. choose where to spend the money allocated to them. Oornpeting stores should not be out out :f
the process so that students are forced to pay higher prices, especially when they are spendlrg
the government's money,

Date: / /9'7-
Print Name:Riche./ eve ,s Sahool.Phone g 9 7 -5z7c7 9
Student or parent comments on textbooks, financial aid, or unfair competition:

ite/2 in4/-)000//.-til 9'a 4.19 7 #1,i
/ /III . AO! 44
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Student/Parent Voices
of Pennsylvania
Feedback on the cost of textbooks front
Pennsylvania college students and their families.

Pennsylvania Students and their families continually battle the ever-increasing costs of a college education. A frustrating area
concern that needs to be addressed Is the high cost of textbooks. Many campuses enjoy monopolies and exclusively sell textbo:' 3
and other supplies to etude:its and their families. When such a monopoly exists, businesses can charge exorbitant prices for th..7
goods because consumers have no other purchasing options. Essentially, there's only one game in tonne.

The existence of offcampus bookstores le fundamental to the preservation of the students' right of choice, the prevention of
monopolistic marketplaces, and the creation of a competitive environment that benefits consumers with lower prices and betz ,r
services.

Yet many of these off-campus competitors do not enjoy the benefit of competing in an equitable, lair, and open marketple: 3.
There are many disadvantages that off-campus stores endure in order to offer their services to students. It in the best interest
of all students, Wallies, tax payers, and even the universities to make sure that off-campus competitors be protected from unftf.
competition.

'I understand these principles and would like to give ,you ray opinions and Andhra* on how you can help preserve my ability 3
choose.'

I agree2/ Each university in Penn4'1watt' that receives state landing shoukl be required to make e.11
professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

I agree

2, The current astern of allocating student's nnaucdal aid, scholarship, or grant monies for
school supplies does not allow a student tospend their state or federal allocated money whe:3
they would like to. Student's are famed to bug their books on campus and do not have a choiet.
AU universities in Pennsylvania should be prohibited from taking away students' right
choose where to spend the money allocated to them. Competing stores should not be cut out
thi process so that students are !breed to peg higher prices, especially When theyare spending
the government's money.

Print Name: CAUSkerVeir

Date: DI "3 I 'V)

School Phone #: (IC' 817-1615

Student or parent comments on textbooks, flannels' aid, or unfair competition:

°VD c..14 cs; cs,S air g cleAV ovks -ero
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Student/Parent Voices
of Pennsylvania
Feedback on the cost of textbooks from
Peruasy lvania college students and their fqxnilies

Pennsylvania Students and their families continually battle the ever-increasing costs of a college education_ A frustrating area
concern that needs to be addressed is the high cost of textbooks. Many campuses enjoy monopolies and exclusively sell textbo:. a
and other supplies to studeats and their families. When such a monopoly exists, businesses can charge exorbitant prices for Ur::
goods because consumers have no other purchasing options. Essentially, *there's only one game in town'.

The existence of off-campus bookstores is Sandamental to the preservation of the students' right of choice, the prevention of
monopolistic marketplaces, and the creation of a competitive environment that benefits consumers with lower prices and ben
services.

Yet Many of these off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketpla: a.
There are many disadvantages that off-campus stores endure in order to offer their services to students. It is in the beat intern
of all students, families, tax payers, and even the universities to make sure that off-campus competitors be protected from unit'
competition.

'I understand these principles and would like to give you sly opinions and feedback on how you can help preserve nly ability a
choose.'

I agree,
Each university in Pennsylvania that receives state funding should be required to make el
professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this infermation and be able to sell those titles/supplies.

The_current system of allocating student's flnancial_aid, scholarship,_ or grant monies far
school supplies does not allow a student to spend their state or federal allocated money whe-.3
they would like to. Student's are ibrced to buy their books on campus and do not have a choice.
All universities in. Pennsylvania should be prohibited from taking away students' right
choose where to spend the money allocated to them. Competing stores should not be cut out
the process so that students are forced to pay higher prices, especially when they are spending
the government's money.

I agree

signaturecehLikiee rttineteell Date: 011i-Lfit be, / /9 92

Print Name:PI Cif 11,e_ surincro CC School Phone #: R71-9173
Student or parent comments on textbooks, financial aid, or unfair competition:

1)ei tAfyyn chino ,Atatfiti -
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Student/Parent Voices
of Pennsylvania
Feedback on the cost of textbooks from
Pennsylvania college students and their families.

Pennsylvania Students and their families continually battle the ever-increasing costs of a college education. A frustrating area
concern that needs to be addressed is the high cost of textbooks. Many campusis enjoy monopolies and exclusively sell textbo:* a
and other supplies to studedla and their families. When such a monopoly exists, businesses can charge exorbitant prices for St
goods because consumers have no other purchasing options. FAsentially, %here's only one game In town*.

The existence of off-campus bookstores is ftuidamental to the preservation of the student? right of choice, the preventior of
monopolistic marketplaces, and the creation of a. competitive environment that benefits consumers with lower prices and bet.:.n.
services.

Yet many of these off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketple: I.
There are many disadvantages that off-campus stores endure in order to offer their services to students. It is in the best Werra
of all students, families, tax payers, and even the universities to make sure that off-campus competitors be protected from unfe
competition. I

'7 understand these principles and would like to give you my opinions and ibedback on how you can help preserve ray ability *1
choose.'

I agreea aEach university in Pennsylvania that receives state funding should be required to make e
professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

Isgree
The current system of allocating student's financial aid, scholarship, or grant monies for
school supplies does not allow a student to spend their state or federal allocated money whe.: s-
they would like to. Student's are forced to by their books on campus and do not have a choice..
All universities in Pennsylvania should be prohibited from taking away students' right
choose where to spend the money allocated to them. Competing stores should not be out out
the process so that students are forced to pay higher prices, especially when they are spendfr.g
the government's money.

NmatukkuctuhrlvilLul Date: IA-

Print Name:SIT I*4 ni-tr ikihool Phone #: R7eA

Student or parent comments on textbooks, Ensile:id aid, or unfair competition:
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4000 SIGNATURES +++

PtiTrION

$outhweSt *Missouri State thilyersity

e

a

dferred payment plan*
(credit. plan) for the

bhould be
textbooks. 1 belic.04%

purchase ot

Included in this process. The university is u state lust-111111011i

funded in part by lairpayers, and 'should not force students

to purchase their books on campus to take advantage of the

credit program. As .a student; I shoUld be able to exercise

my options when purchasing books, thus preserving

competition and. .fair prices. .

1.
2.
3.
4.
5.
6.
7.
8.
9

10.
11.
12.
13.
14,
15.
16.
17.
18.
19.
20.
21
22
23.
24.
25.
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APPENDIX
IV

The National Commission
on the Cost of Higher Education

1998 Report:
"Straight Talk About College Costs & Prices"

Compiled by the Campus Area Small Business Alliance

(copy of Advance Copy)
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CASBA

CAMPUS AREA SMALL BUSINESS ALLIANCE

To whom it may concern,

One Twelve Tryon Plaza
Suite 1010
Charlotte, N. C. 28284
Telephone: (704) 372-3333
FAX: (704) 3724338

The attached copy of the Advance Copy of the report, "Straight Talk
About College Costs And Prices", was reproduced by The Campus
Area Small Business Alliance, "CASBA". This report supplements the
testimony of William Gray, National Chairman. of CASBA, before the
United States Senate Small Business Committee on September 24, 1998.

His testimony is to be given in support of 5.2490, The. College Costs
Savings Act of 1998 introduced by the Honorable Lauch Faircloth.

Submitted by:

John-Paul de Bernardo, Counsel
The Campus Area Small Business Alliance
September 21, 1998



STRAIGHT TALK ABOUT

COLLEGE COSTS AND

PRICES

Report of .

The National Commission on the Cost of Higher Education

January 1998

Advance Copy

Public Law 105-18 creating the National Conunission on the Cost Higher Exhication requires
"any recommendation . . . made by the .Commission to the President and the Congress (be]
adopted by a majority of the CoMmission who are present and voting Members." The Commission
will meet on January 21". 1998. to vote on this report and the recammendations contained in it.
Until this vote has occurred, this document remains a staff draft prepared for the Commission's
coniideration.
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Advance Copy

Members of the
National Commission on the Cost of Higher Education

William E. Trouts, Chairmai President, Belmont University. Nashville. Tennessee

Barry Munitz, Vice Chairman President and CEO. The J. Paul Getty Trust. Los
Angeles. California

Martin Anderson Senior Fellow, Hoover Institution of Stanford
University, Stanford. California

Jonathan A. Brown President, Association of independent California
Colleges and Universities. Sacramento, California

Robert V. Burns Distinguished Professor and Head of Political
Science. South Dakota State University, Brookings.
South Dakota

Clare M. Cotton President, Association of Independent Colleges and
Universities in Massachusetts, Boston.
Massachusetts _ _ _

William D. Hansen Executive Director, Education Finance Council.
Washington, D.C.

Walter E. Massey President, Morehouse College, Atlanta. Georgia

Frances M. Norris Vice President for Congressional Affairs, U.S.
West. Inc.. Washington. D.C.

Blanche M. Tonkin Chancellor, University of Missouri at St. Louis.
St. Louis. Miisouri

George W. Waldner President. York College of Pennsylvania. York,
Pennsylvania

Bruno V. Manna
Christopher A. M. Simmons
Carmelite R. Pratt
Henrietta B. Moody

Executive Director
Policy Analyst
Administrative Officer
Executive Assistant
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LETTER OF TRANSMITTAL

January 1998

The Honorable William Jefferson Clinton
President of the United States

The Honorable Albert Gore
President
United States Senate

The Honorable Newt Gingrich
Speaker
United States House of Representatives

Gentlemen:

Advance Copy

Public Law 105-18 (Title IV, Cost of Higher Education Review, 1597) established the
National Commission on the Cost of Higher Education as an independent advisory body and
called for a comprehensive review of college costs and prices.

The legislation created an 11-member Commission three each to be appointed by the
Speaker of the House of Representatives and the Majority Leader of the U.S. Senate: two each to
be appointed by the Minority Leader of the House and the Minority Leader of the Senate: and one
to be appointed by the Secretary of Education.

Noting that public concern about college affordability was at a 30-year high and that
tuition increases at four-year public institutions had outpaced growth in median household
income and the cost of consumer goods since 1980, the statute directed the Commission to
submit a report to the President and Congress by February 1998. We are pleased to submit this
final report.

Our Congressional charter asked that we examine eleven specific factors related to costs.
These included:

ui
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1. The,increase in tuition compared with other commodities and services.
2. Innovative metbOrli of reducing or stibiliiing tuition;
3. Trends itieollege and university adininiiiiitive costs, inchiding administrative

staffing, ratio of administrative staff to instructors, ratio of adniiiiiiirative staff to
students, remuneration of administrative staff, and remuneration of college and
university presidenti and chancellors: '''

4. Trends in faCuitY workload and remuneration (including the use of adjunct faculty);
faculty-to-student ratios; number of boUrisPent in the claisrOOM by faculty; and
tenure practicei,'and the impact of such tiendS on tuition:

5. Trends in the construction and renovation of academic.and other collegiate facilities,
the modernization of facilities to access and utilize new technologies, and the impact
of such trends on tuition.

6. The extent to which increases in institutional' financial aid and tuition discounting
have effected tuition increases, including the demographics of students receiving such
aid, the extent to which such aid is providedto students with limited need in order to
attract such students to particular institutions or major fields'Of study,and the extent
to which Federal financial aid, including lozin aid, has been used to offset such
increases.

7. The extent to which Federal, state and local law-s,,regulations or other Mandates
contribute to increasing tuition, and recantriefidations on reducing those Mandates.

8. The establishment of a mechanism for a more timely and widespread distribution of
data on tuition trends and other costs of operating colleges and universities.

9. The extent to which student finanCial aid programs have contributed to changes in
tuition.

10. Trends in state-fiscal policies that have-affected college costs:
11. The adequacy of existing Federal and state financial aid programs in meeting the

costs of attending colleges and universities.

Despite our brief tenure, we had little difficulty reaching broad agreement on major
themes and directions. We believe that it is time for straight talk about college expenses and that
the distinction between cost and price must be recognized and respected. By "cost" we mean the
expense an institution of higher education bears to deliver education to a student; by "price" we
mean the portion of those costs students and families are asked to pay. Against that backdrop,
the conclusions in this document speak for themselves:

D The United States has a world-class system of higher education, and a college degree
has become a key requirement for economic success in today's world.
This Commission is convinced that American higher education remains an
extraordinary value.

D Institutions, families and students, and other patrons share responsibility for
maintaining quality and reducing costs.
Tuition price controls will not work and would be destructive of academic quality in
higher education.

D Nevertheless, the Commission is also deeply conct.med that most academic
institutions have permitted a veil of obscurity to settle over their financial operations
and many have yet to take seriously basic strategies for reducing their costs.
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> Unless academic institutions attend to these problems noW, poligmakers at both the
state and Federal levels could impose unilateral solutions that are likely lobe heavy-
handed and regulatory.

To deal with these concerns, this report presents a five-part action agenda. The
.

Commission's recommendations, several dozen in all, emphasize shared responsibility AO,
(1) strengthen institutional cost control; (2) improve market information and public
accountability; (3) deregrilate higher education; (4) rethink accreditation; and (5) enhance and
simplify Federal student aid.

We have been straightforward in our discussions with each other and in our
recommendations about what needs to be done. We are unanimous in supporting the broad
themes and recommendations in this document.

We want to thank each of you for your confidence that we could complete this
challenging assignment. Your support helped us complete the task on schedule.

Finally, we want to acknowledge the work of our staff. under the able leadership of its
executive director, Bnmo Manno, which unfailingly served us well.

William E. Troutt, Chairman Barry Munitz, Vice Chairman

Martin Anderson Walter E. Massey

Jonathan A. Brown Frances M. Norris

Robert V. Burns Blanche M. Touhill

Clare M. Cotton George W. Waidner

William D. Hansen
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STRAIGHT TALK ABOUT COLLEGE COSTS AND PRICES

The phenomenon of rising college tuition evokes a public reaction that is sometimes
compared to the "sticker shock" of buying' a new car. Although this reference to automobile
prices may irritate some within the higher education community, it serves to remind all of us that
higher education, is a product, a service bought and paid for. like others.

Rising college tuitions are real. In the 20 years between 1976 and 1996, the average
tuition at public universities increased from $642 to $3,151 and the average tuition at private
universities increased from $2,881 to $15,581. Tuitions at public two-year colleges, the least
expensive of all types of institutions, increased from an average of $245 to $1,245 during this
period.'

Public anxiety about college prices has risen along with increases in tuition. It is now on
the order of anxiety about how to pay for health care or housing, or cover the expenses of taking
care of an elderly relative.'-, Financing a college education is a serious and troublesome matter to
the American people.

Each member of this Commission understands this anxiety. We treat it seriously. We do
not take lightly the public concern generated by increases in tuition. Worry about college prices,
the difficulty of planning for them, and the amount of debt they entail dominated a discussion
group of parents convened by the Commission in Nashville in November 1997. Members of the
Commission are equally convinced that if this public concern continues, and if colleges and
universities do not take steps to reduce their costs, policymakers at the Federal and state levels
will intervene and take up the task, for them.

What concerns this Commission is the possibility that continued inattention to issues of
cost and price threatens to create a gulf of ill will between institutions of higher education and the
public they serve. We believe that such a development would be dangerous for higher education
and the larger society.

In the end, academic institutions must be affordable and more accountable. The
Commission is worried that many academic institutions have not seriously confronted the basic
issues involved with reducing their costs -- and that most of them have also permitted a veil of
obscurity to settle over their basic financial operations.

This report addresses these issues. It provides straight talk about college costs and about
college prices. While this Commission's ultimate goal is ensuring the affordability of higher
education, achieving that goal requires an understanding of what it costs colleges and universities
to educate students, the prices academic institutions charge students to attend, and the
relationship between the two. Moreover, the role of financial aid is considered since many
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students do not pay the full price they are charged for their education. This report. therefore, is
divided into three main sections: the first provides a review of significant facts about higher
education and the current situation with regard to higher education costs and prices. The second
outlines our review and assessment of the major reasons advanced for increases in college costs
and prices. The third presents our convictions about the college cost and price crisis and our
recommendations to keep higher education affordable.

Facts about Higher Education, Its Cost, and Its Price

The diversity of American higher education is unequaled in the world and is, without
question, one of this nation's great strengths. Approximately 3,700 not=foi-prOfit college& and
universities which vary in terms of size, geography, sector, selectivity, and mission comprise the
academic spectrum: flagship state universities expanding the boundaries of human knowledge;
four-year public institutions providing access at very low prices; private universities, many of
them among the most prestigious in the world; liberal arts colleges proud of their tradition of
encouraging intellectual development in small, intimate settings; and two-year community
colleges offering everything from high school and transfer programs to retirement planning and
technical training.

Although there are more private colleges and universities than public ones, more than
three quarters (78 percent) of all students and 81 percent of all undergraduates are enrolled
in public two- and four-year institutions. In recent years, the number of pan-time students has
increased substantially. Indeed, the student profile has changed radically in recent decades
profoundly affecting the way colleges look at and do their jobs. In addition to the traditional 18-
to-22 year-old full-time students, higher educaticin enrollments now include large numbers of
older, married individuals, many of them parents, with limited means, demanding personal
schedules, and a tendency to move in and out of the student populationon a part-time basis.
Current students are the most racially and ethnically diverse group ever served by any nation's
system of higher education. A high percentage of these students. including many undergraduates,
are financially independent of their parents. In fact, the percentage of undergraduates enrolled
part-time increased from 28 percent of all enrollments (two- and four-year) in 1980 to 42 percent
in 1994, with the greatest concentration of part-time students in two-year institutions. (See Table
I.)
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Table 1: Number of Institutions and Enrollment
by Status and Age, by" Type of institution

Public Private Total

Four-year Two-year Fouyear Two-year
Number of Institutions' 608 1,047 1,636 415 3.706
Total Enrollments
(thousands)2 5,825 5.308 2,824 221 14.279
Full-time (thousands) 4,065 1.885 2,041 146 8,138
Part-time (thousands) 1.760 3.423 1,760 75 6.141

Percent Undergraduate
Enrollment 80% 100% 72% 100% 86%
Source: Digest of Education Statistics. 1996. Tables 237. 192. 194. and 174.

1995-96 Academic year
2 Fall /994

The diversity within American higher education is also reflected in the prices institutions
charge students to attend. The average undergraduate tuition ranged from $1,245 in public two-
year colleges in the Fall of 1996 to $15,581 in private universities. Tuition, however, generally
does not cover the full cost of the students' education. This means that all students both those
in public and private institutions receive a subsidy.

Posted tuition does not include other education-related costs borne by students such as
books, special-laboratory-fees, and living- expenses (room and bOard if living on campus; or rent
or related housing costs if the student lives off campus). Furthermore, for a large percentage of
students and families, the price actually paid to attend college bears little resemblance to the
tuition charged and other education-related expenses. This occurs because many students receive
some form of financial aid (See Table 2.) In 1995-96, for example, 80 percent of full-time
undergraduates at private four-year institutions (and 70 percent of part-time students) received
aid. For public four-year institutions. 66 and 48 percent respectively received aid, and for two-
year institutions, 63 and 36 percent.

Finally, since financial aid awards are often based on financial need, students from lower
income families tend to pay less to attend the same institution as students from higher income
families. In 1995-96, full-time undergraduates who were financially dependent on their parents
and whose family incomes were less than $40,000 paid, on average, $5,412 to attend a public
university (this estimate subtracts all financial aid awards from tuition and othereducation-
related expenses). Undergraduates whose family incomes exceeded $80,000 paid almost twice as
much, $10,376. Indeed, while much of the public attention focuses on increases in tuition,
tuition is but one element of the price of attending college.
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Table 2: Percentage of Undergraduates Receiving
Financial Aid, by Type of Institution: 1995-96

Public Private
Foto-year

(%)
TWo-year

CM
Four-year

(9k)
Two-year

r84
Full-Time Students

Percent receiving any financial aid 68 63 80 82
Percent receiving grants 49 44 72 63
Percent obtaining loans 45 16 57 56
Percent participating in work-study 8 6 . 26 6

Part-Time Students
Percent receiving any financial aid 48 36 70 49
Percent receiving grants 34 31 47 34
Percent obtaining loans 30 8 29 30
Percent participating in work-study , 4 1 4 0

Source: National Postsecondary Student Aid Study. 1996.
Note: Percents for specific types of financial aid do not slim to the percent receiving any financial aid because
students often receive more than one form of aid.

Defining Terms and the Scope of Our Review

Understanding the Commission's review of costs and prices requires defining terms such
as cost, price, and general subsidy. Defining these terms is not just a technical sidenote, of
interest only to policy analysts; a major semantic challenge exists in our national discussion of
college costs. The term "cost" is used interchangeably to mean at least four different things: it
can mean the production cost, or the cost of delivering education to a single student. It can also
mean the "sticker" price, or the posted nominal price students are asked to pay in tuition and
fees. It is also used to describe the cost to the student to attend college including not just
tuition and fees, but room, board, books, supplies, and transportation. Finally, it can mean the
net price paid by the student after financial aid awards are subtracted from the full cost to the
student.

Despite their obvious differences, these different concepts are often discussed as if they
were the same thing. This Commission believes the confusion arising from the careless use of
these terms as well as inattention within higher education to the relationships between cost
and price to be so serious that we have devoted considerable time and attention to
distinguishing among them.

It is important to make a clear distinction between expenditures that institutions incur in
order to provide education (costs) and expenses that students and families face (prices).
Furthermore, there is another factor not considered in most conversations on these issues: what
students pay is not the total cost of education. There is a general subsidy that goes to all
students, regardless of the institution they attend or whether they receive any financial aid.
Therefore, the Commission makes a major effort to define its terms carefully, and to use the
terms "cost," "price," and "subsidy" consistently. (See Figure I.)
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Figure 1: Definitions of Cost, Price, and General Subsidy

Costs: What institutions spend to provide education and related educational services to students

Cost per student: The average amount spent annually to provide education and related
services to each full-time equivalent student

Price: What students and their families are charged and what they pay

Sticker price: The tuition and fees that institutions charge

)1. Total price of attendance The tuition and fees that institutions charge students as well as
other expenses related to obtaining a higher education. These expenses could, include
housing (room and board if the student lives on campus, or rent or related housing costs if
the student does not live on campus), books, transportation, etc. (This term typically is
referred to by other higher education analysts as the "cost of attendance.")

Net price: What students pay after financial aid is subtracted from the total price of
attendance. Financial aid comes in different forms: grants are scholarships or "gifts" to the
student that do not have to be repaid; loans are borrowed money that must be paid back,
typically after the student leaves school; workstudy entails working to receive financial
assistance. Because of the very different nature of grants vs: loans and work study, the
Commission uses twodifferent concepts of net price:

The first measure subtracts only grants from the totalprice of attendance. This
concept provides a. measure of affordability, or theainount of.money a student
actually pays to attend college.

The second measure subtracts all financial aid awarded grants, loans, and work
study from the total price of attendance, to measure the amount of money a
student needs in order to enter the college or university. This concept provides a
measure of access, because, even though loans must be repaid, they allow a
student to attend college, just like car loans allow many to buy a car who otherwise
may not be able to afford one.

General Subsidy: The difference between the cost to the institution of providing an education ("cost per
student") and the tuition and fees charged to students ("sticker price"). Students who attend institutions
of higher education, regardless of whether they attend public or private colleges or universities, or
whether they receive financial aid, typically receive a general subsidy. This general subsidy does not
include subsidies some students receive from scholarships and other types of financial aid.

The Commission has also found that the traditional disregard of capital assets in
discussions of educational expenditures is a major barrier to understanding the true costs of
higher education. For this reason, the Commission has included capital expenditures in its
estimates of the cost of education per student, and urges all colleges and universities to include
its capital expenditures when estimating the cost of educating students.
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The Commission also struggled with ways to classify and present the approximately
3,700 not-for-profit colleges and universities so as best to capture their diversity and character.
In discussions of price, certainly the most important distinction to be made is that between
private and public institutions. Because the nation's public colleges and universities receive
considerable, but varying, support from the states in which they are located, tuitions at public
institutions are typically much lower than those at private institutions. And, tuitions at public
two-year colleges tend to be even lower than those' at four-year institutions.

For the sake of simplicity, and given available data and their limitations. our analysis
presents findings for three groups of institutions: public four-year colleges and universities:
private four-year colleges and universities; and public two-year colleges (often referred to as
community colleges). Moreover, our analysis is limited to one category of students -- full -time
undergraduates who are financially dependent on their parents and who attend schools in the not-
for-profit sector.

Of course, the Commission understands the limitations in its work. There are many ways
to group institutions of higher education and the categories chosen do not reflect all institutions:
it does not consider proprietary (i.e., profit-making) institutions. It also knows that it is not only
full-time dependent undergraduates who experience difficulty covering their expenses. The
Commission is concerned about students experiencing financial difficulty, whatever their status
and wherever they go to school. However, given available data and their limitations, the
Commission feels most confident drawing conclusions about full-time undergraduates in the not-
for-profit sector using these institutional categories.

Trends in Costs, Prices, and Subsidies

Although most public discussion of the affordability of higher education focuses on
tuition charges and increases, tuition (i.e., "sticker price") is but one component of the college
cost/price picture. As noted, the total price (tuition plus other educational expenses). net price,
and instructional cost per student -- and the complex interrelationships among these concepts
should all be included in discussions of why, the price of attending college may be increasing.
Below we present what we have learned about costs, prices, and generalized subsidy for our three
types of institutions and how they have'changed over time. (See Figure 2.)

Public four-year colleges and universities. Between 1987 and 096,3 the instructional
cost per student increased from $7,922, on average, to $12,416, an increase of 57 percent.
During this same period, the sticker price, increased considerably faster, 132 percent, from an
average of $1,688 to $3.918. The general subsidy, which averaged $6,234 in 1987, increased 36
percent, to approximately $8,500 in 1996. Thus, the sticker price, or tuition, increased much
faster than either instructional costs or the subsidy. During part of this period between fiscal
years 1990-91 and 1992-93 state appropriations in 16 states declined and tuitions in many of
these states increased much higher than in previous years. In most of these states, appropriations
began to increase again in 1994. Thus, declines in state appropriations to higher education
during a small portion of this period cannot totally account for the rate at which public four-year
tuitions rose between 1987 and 1996. In public four-year colleges and universities, the
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percentage of total student costs covered by the general subsidy delined from 79 patent to 68
percent.

Private four-year colleges and universities. In these institutions, the cost per student
increased between 1987 and 1996 from an average of $10.011 to $18,387. This represents a 69
percent increase. Tuition, or sticker price, increased by 99 percent lower in percentage terms
than for the public four-year colleges, but higher in realmoney terms because of the higher base.
from $6,665 to $13,250. Even in the private sector, the percentage of per-student costs covered
by the general subsidy declined by 11 percentage points, from 39 percent in 1987 to 28 percent in
1996. The Commission does not understand the sources of subsidies in private institutions as
well as it. does subsidies in public institutions; endowment income cannot be a complete
explanation since it only represents a significant contribution to a relatively small number of
colleges and universities.

Public two-year colleges. For these institutions, total costs per student increased by 52
percent between 1987 and 1996, from an average of $5,197 to $7,916. Sticker prices increased
85 percent, from $710 to $1,316. Similar to the situation for public four-year colleges and
universities, subsidies to public two-year colleges declined for part of this period. Among all
three institutional types, the decrease in the general subsidy was lowest for public two-year
colleges; here the percentage of total costs covered by the general subsidy declined only from 86
to 83 percent.

In all three institutional categories, tuition (or sticker price) increased faster than cost per
student between 1987 and 1996. It may be tempting to conclude that institutions acted
irresponsibly. by charging students and their families higher tuition but not spending the
additional revenue to improve or maintain the quality' of the education provided. However.
tuition is not the sole source of institutional revenue, and if other revenues declined, institutions
may have been forced to increase their tuition revenue. We know that state appriipriations to
public higher education declined during part of this period and tuitions in many state institutions
escalated even faster at that time At best we can conclude that tuition appears to have increased
faster than institutional costs in all types of colleges and universities. We believe that institutions
themselves should explain to the public why this occurs.

Trends in College Affordability

The above discussion sheds light on the relationship between trends in higher education
costs and sticker prices; however, it says little about the affordability of higher education for
those who pay for it. If tuition had doubled over the past decade but incomes tripled during that
same time, the general public may not be nearly as concerned about the affordability of higher
education. However, the fact is that by two common measures of income median household
income and per capita disposable income college tuition increased faster than income.

Before turning to a comparison of tuition and income, it is important to reiterate that a
discussion of college affordability must account for the fact that many students do not pay the



Advance Copy

total price to attend college. Not only does total price not reflect the full cost of higher education.
because of the subsidies described above, many students do not pay the total price of attendance.
because they receive financial aid. A discussion of college affordability. therefore, must examine
the prices that students actually pay for their education (i.e., after financial aid), which we refer
to in this report as the net price.

Income and net price. Two calculations of net price are presented here since they
represent two fairly, different concepts. The first calculation only subtracts grants from the total
price. The result represents a measure of affordability, the actual amount a student has to pay.
The second calculation subtracts all financial aid (grams, loans, and work-study) from the total
price. The Commission believes that this measure represents access to higher education.
because, even though the loans must be repaid eventually and the student must work to receive
work-study money, without this aid, the student might not be able to get in the door of any
institution.

Between 1987 and 1996, median family income rose 37 percent and disposable per-capita
income rose 52 percent. During this same period, both measures of net price rose considerably
faster. (See Table 3.) Specifically, the price of attendance minus grants rose 114 percent at
public four-year institutions, 81 percent at private four-year institutions, and 159 percent at
public two-year institutions. Total price minus all financial aid (grants, loans, and work-study)
demonstrates a similar pattern: this measure of net price increased 95 percent at four-year
institutions, 64 percent at private four-year institutions, and 169 percent at public two-year
institution.

It is important to note, however, that changes in net price appear to have moderated
between 1993 and 1996. Indeed, for students attending public four-year institutions, our measure
of affordability (total price minus grants) increased only 10 percent for this time period and our
measure of access(total price minus all aid) actually did not increase. Private four-year
institutions followed a similar pattern, with total price minus grants only increasing by 4 percent
between 1993 and 1996 and total price minus all aid declining slightly, by approximately 7
percent. These changes should be interpreted cautiously; sticker price did not increase as fast
relative to median family income or disposable per capita income across this time period as it did
in earlier time periods, but increases nonetheless occurred. The apparent moderation in net price
can more likely be attributed to increased availability of financial aid, particularly loans.

Over the total time period examined, 1987 to 1996, total student aid from all sources
increased by 128 percent. Although three-quarters of all aid comes from Federal sources, the
largest rate of increase in aid during this period came from institutional sources, which went up
by 178 percent. Within the Federal programs, the lion's share of the increase was in loan volume
under the guaranteed student-loan programs the Federal Family Education Loan and Federal
Direct Student Loan (FFEUFDSL). The number of recipients obtaining loans under these
programs increased by 87 percent between 1987 and 1996. Because a greater number of students
received aid, Federal aid per recipient was less than the increase in aid spending. Average Pa
grant awards, for example. increased 21 percent, and the FFEUFDSL awards by 41 percent.
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Table 3: Changes In Total Price of
Attendance and Net Prices, 1987 to 1996

Public
Four-year

Private
Four-year

Public
Two-year

1987 1996 1987 1996 1987 1996

Total per-student price $5,146 $10,759 $10.896 $20,003 . $2,808 -16,761

Percent change (109%) (84%) (141%)

Total price minus grants $4,385 $9,365 $8,307 $15,069 $2,345 $6,067
Percent change (114%) . (81%) (159%)

Total price minus all aid $3,715 17,262 , $6,823 $11,205 $2,125 $5,717
Percent change (95%) (64%) (169 %).

Source: National Postsecondeu, Student Aid Study, 1996.
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"COST AND PRICE DRIVERS" IN HIGHER EDUCATION

What lies.behind increases in tuition? Several, of the issues that Congress asked the
Commission to address point to potential explanations for rising college. costs with the
assumption that rising costs result in rising prices. The "cost drivers" that the Commission
reviewed can be grouped into six categories: (1) financial aid, (2) people, (3) facilities, (4)
technology, (5) regtilations, and (6) expectations.

Financial Aid. The Commission reviewed a number of studies on the connection
between student financial aid in public and private non-profit institutions of higher education and
costs and prices, and it commissioned' two analyses of its own: (Figure 3 describes the major
programs of Federal student aid grants and work - study, loans, and newly-enacted tax
incentives.)

The Commission finds no evidence to suggest any relationship between the availability of
Federal grants and the costs or prices in these institutions. Less than one student in four receives
a Federal grant, which-pays for less than 10 percent of the total price of attendance in either
sector. And, although the methodology of financial need analysis is tuition-sensitive, the
maximum Pell grant award is capped at $3,000.

The Commission has found no conclusive evidence that loans have contributed to rising
costs and prices. One commissioned paper suggests that Federal loan availability has helped
contribute to rising prices.4 Another paper suggests that the capital available,through loans has
allowed colleges to increase their charges and allowed independent colleges in particular to
maintain enrollment in ways that would not have been possible otherwise.5 The Commission
knows of other Studies which come to conclusions opposite to these. This question should be
studied in greater detail and with much greater attention to empirical facts.

The members of the Commission are, however, unanimously concerned about sharp
increases in student borrowing. What, is unclear is whether these increases have occurred
because ( 1 ) higher loan limits and the new "un-subsidized" program permit more borrowing; (2)
more families are choosing to finance college expenses through loans rather than from savings or
current income; or (3) the price of attending higher education has increased. The Commission's
judgment is that all three factors are probably involved.

Finally, the Commission looked at the relationship between institutional financial aid and
increases in student prices. In this instance, there is slightly stronger evidence that increases in
institutional aid have been one of the cost and price drivers, as institutional aid grew by 178
percent between 1987 and 1996. Since most of the revenue for institutional aid comes from
tuition dollars, it seems reasonable to conclude that tuitions could have increased slightly less
had institutions not been putting these revenues into institutional aid. At the same time,
however, had institutions not generated revenue to pay for institutional aid, student borrowing
would have had to increase to maintain access, or access would have had to diminish.
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Figure 3

The Complex Picture of Student Financial Aid
The major Federal programs providing financial assistance to students can be thought of in three

categories: grants, loans and tax incentives of various kinds. Most of these are directed to low- and middle-income
students with financial need.

Grants and Work Study

The Pell Grant Program provides awards of between $400 and $3,000 for low-income students, most of
whom are from families with annual incomes below $20,000. This program is funded at $7.34 billion in Fiscal Year
1998.

The Supplemental Educational Opportunity Grant Program provides additional grant aid to students
from extremely low-income families. This program is funded at $814 million in Fiscal Year 1998.

The Federal Work Study Program, helps to pay for jobs on- and off-campus as,part of need-based
financial aid packages. Unlike the Pell and supplemental grant programs, which are're available only to undergraduate
students, Federal Work Study aid also assists graduate and professional students. This program is funded at $830
million in Fiscal Year 1998.

Loan Programs

A variety of loan programs, many with interest subsidized and deferred, exist to help cover college costs for
undergraduate, graduate, and professional students. The Perkins Loan Program (formerly the National Defense
Loan Program) provides low-interest loans to low-income students. Perkins Loan kmds, which are a combination of
Federal and institutional capital contributions, are administered on campus. Additional loan capital is generated as
collections on prior loans.are deposited into the institution's revolving fund.

Stafford Loans are available to students from all income levels. Students who demonstrate.financial need
are eligible for interest subsidies; students who do not demonstrate need, while not eligible for interest subsidies,
may defer loan and Interest payments while in school and under certain other circumstances. PLUS Loans provide
assistance to parents of students of dependent undergraduate students in an amount up to the cost of college
attendance less other financial aid. Both the Stafford and Plus loan programs are available through financial
institutions (Federal Financial Education Loan Program) or- directly through the Federal Government (William D. Ford
Direct Loan Program). Roughly two-thirds of $30 billion in current annual loan volume is provided through the
former, the remaining loan capital is provided by the latter.

Tax Incentives

The budget agreement hammered out by Congressional and White House negotiators in August 1997
provided about $40 billion over five years in tax breaks to help students pay for higher education. They include:

Hope Scholarships, aimed at making two years of college universally available, provide a dollar for dollar
nonrefundable tax credit for 100 percent of the first $1,000 of tuition and fees and 50 percent of the second $1,000.
Available for college enrollment after. January 1 1998, the credit phases out for joint filers with incomes between
$80,000 and.$100,000, and for single filers between $40,000 and $50,000.

College juniors, seniors and graduate students may receive a nonrefundable 20 percent tax credit on
the first $5,000 of tuition and fees through 2002 (and the first $10,000. thereafter). To encourage lifelong learning,
the credit is also available to working Americans. The credit, effective after July 1, 1998, is phased out at the same
income levels as the Hope Scholarship. Unlike the Hope Scholarship, the Lifetime Learning Credit is calculated on a
per family, rather than a per student, basis.

Education and-Retirement Savings Accounts allow penalty-free IRA withdrawals for undergraduate and
graduate programs and postsecondary vocational programs. In addition, eligible taxpayers can deposit $500
annually into an education IRA which will accumulate earnings tax-free, with no taxes due until withdrawal for
approved purposes.

Other Major Provisions: Workers can exclude $5,250 of employer provided education benefits from
taxable incomes; eligible taxpayers can deduct up to $2,500 per year of interest paid on education loans and exclude
from taxable income kian amounts forgiven for participating in community service jobs; and taxpayers are exempt
from taxation on some earnings on pre-paid tuition plans.
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People. Three groups of people are associated with higher education costs: students.
administrators, and faculty. Changes in the composition of or policies regarding these
groups can contribute to rising costs.

Students. Changes in the students who now attend our nation's colleges and universities
have the potential for increasing institutional costs. In recent years, college campuses have found
themselves populated with more part-time and older students. Between 1980 and 1994, the
percentage of undergraduates enrolled part-time, for example, increased from 28 percent to 42
percent of rill students enrolled.' "Nontraditional" students bringwith, them some nontraditional
needs, such as child care, re-entry counseling, and tutoring, to naive but a few possibilities.
Since tuition structures typically do not reflect differing student needs and use of services, the
cost of educating part-time and older students could be increasing costs. Furthermore, standard
practices of estimating the educational costs per full=time-equivalent student (e.g., three part-time
students are considered equivalent to one full-time student) probably do not capture the real costs
of educating part-time students.

The need to offer remedial courses to students could also contribute to rising costs.
Approximately 78 percent of all colleges and universities that enroll freshman offered some type
of remedial course (typically reading, writing, or mathematics) in the fall of 1995. Although it is
difficult to provide national estimates of the costs, data for individual institutions exists. For
example, in 1993-94, California spent $9.3 million to provide remedial courses for students on
the 22 campuses of the California State University system, representing just under one percent of
the system's total budget.' A Florida legislative report said that, with nearly 70 percent of
community college freshman requiring remedial education courses, Florida community colleges
are spending $53 million a year providing this type of instruction.'

Increasing accessibility for students with disabilities is also a potential cost driver. While
no one argues the necessity of providing access and related services, the cost is relatively new
and it is real. Estimates of the cost of complying with the Americans with Disabilities Act
(ADA) range from an average of $694,000 for public two-year institutions to $12,867,000 for
public research institutions.'

Administrators. The need to employ more administrators to cover both expanded
services and larger numbers of Federal, state, and local regulations combined with higher
administrative salaries is thought to drive up administrative costs.

This contention may be true for the first half of the 1980s, when administrative
expenditures increased as a share of total educational and general (E&G) expenditures, but,
between 1987 and 1994, administrative expenditures either remained the same or fell, as a
percentage of total E&G expenditures. Another way of looking at rising administrative costs is
that administrative expenditures per full-time-equivalent (FTE) student increased over 22 percent
between 1979 and 1986, but less than 1 percent between 1986 and 1993, after adjusting for
inflation. The expenditures for student services costs increased 16 percent during each of the two
time periods in question.'"
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Faculty. Many believe that the labor structure and tenure system of college faculty drive
up college costs. It is true that higher education is a labor-intensive industry and that changes in
policies that affect the number of faculty required to teach courses as well as the types of faculty
hired (part-time vs. full-time, tenured vs. non-tenured) have an impact on an institution's cost of
providing education.

There is little evidence to suggeit, however, that changes in faculty hiring practices or
workload have driven up college costs in the past decade. In fact, there has been movement in
the opposite direction. In an effort to control costs, institutions have hired more part-time and
non-tenured faculty and increased the number of hours faculty spend in the classroom: the
proportion of part-time faculty'aculty and staff employed by collegei and universities increased from 33
percent of all instructional faculty and staff in 1987 to 42 percent in 1992. In the same period,
the percentage of instructional faculty and staff with tenure declined from 58 to 54 percent. And,
the reported number of student contact hours at all institutions increased from 300 in 1987 to 337
in 1992."

Facilities. Growth in higher education enrollments over the past 30 years has
meant that colleges and universities have had to construct new classrooms, laboratories,
and dormitories to accommodate students. Serving students with special needs has also
meant that higher education institutions have had to redesign classrooms, dormitories,
and other public spaces.

Looking to the future with regard to campus facilities' 'needs does not provide a
rosy picture. A 1997 study completed by the Association of Higher Education Facilities
Officers, the National Association of College and University Business Officers, and Sallie
Mae estimates deferred maintenance costs for all campus facilities to be approximately
$26 billion. Facilities could thus become a major cost driver in the next decade.

Technology. The perceniages of courses using technology in a variety of
capacities has risen significantly just since 1994." Institutions must provide equipment
for faculty and students as well as the infrastructure to accommodate it. Given the age of
many campus buildings and the state of the infrastructure to support this equipment, this
expense is substantial.

To cover the costs of technology, some campuses have instituted mandatory
computer/instructional technology fees, thus passing on some of the costs to students.
These fees ranged from an average of $55 per student in community colleges to $140 in
public universities." It appears that increasing costs for technology almost certainly
translate into higher prices charged to students.

Although technology holds promise for making educational operations more
efficient and less costly, there is no evidence to date to indicate that the use of technology
in higher education has resulted in widespread cost savings to colleges and universities.
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Regulations. The number and types of regulations with which colleges and
universities are asked to comply have grown rapidly in recent years. Complying with
these regulations costs money. The Federal government regulates colleges and
universities through a maze of mandates covering personnel, students, laboratory animals.
buildings, and the environment. Stanford University, for example; estimates that the
university incurs approximately $20 million a year (or 7.5 cents of every tuition dollar) in
costs related to complying with a range of regulations."

The cost of accreditation has also increased in recent years. There has been
significant growth in the number of accrediting bodies, particularly specialized ones.
Currently, accrediting activities are undertaken by approximately 60 specialized agencies
overseeing more than 100 different types of academic programs. Institutions report that
the self-study procedures involved with these accrediting efforts overlap and duplicate
one another and absorb large amounts of faculty and administrator time.

Expectations. Less concrete than the other cost and price drivers are changing
expectations about quality. Prospective students visiting college campuses today expect
to see gyms equipped with state-of-the-art exercise equipment and facilities. Students
also expect a complete range of course offerings, dormitories that are wired for computers
as well as stereo equipment, and specialized counselors who can advise on personal as
well as career and job, placement matters. The changing student population has also
brought changing expectations to campus. Parents look for child care on campus; older
students returning to college anticipate counseling relevant to their interests; and part-
time students who work during the day expect courses (and administrative services) to be
available on evenings and weekends. These changing expectations cost money.

The expectations of faculty and administrators have also been changing. The
curriculum has become more specialized and institutions now support entire disciplines
that did not exist a generation or two ago. Many faculty also prefer to teach only certain
courses, or to restrict their undergraduate teaching to upper7division courses. And, in
many institutions, faculty also expect the university to provide space, equipment, and
time for their research.

Many of these expectations from parents and students and administrators and
faculty members are perfectly reasonable standing alone. But in combination, the
accumulated effect of these expectations is continual institutional pressure to increase
spending.

The Opaque Relationship between Costs and Prices

A number of different factors contribute to increasing higher education costs.
However, linking specific cost increases to price increases is a tricky matter: Quite
simply, the available data on higher education expenditures and revenues make it difficult
to ascertain direct relationships among cost drivers and increases in the price of higher
education.



84

Advance Copy

Institutions of higher education, even to most people in the academy, are
financially opaque. Academic institutions have made little effort, either on campus or
off, to make themselves more transparent, to explain their finances. As a result, there is
no readily available information about .college costs and prices nor is there a common
national reporting standard for either. (National does not mean Federal: it means a
standard that is understood and commonly accepted in the profession.) Indeed,
differences in financial reporting standards that have evolved in the current environment
of quasi-self-regulation contribute to confusion about how to measure costs in a
straightforward way. Colleges report on financial standards using one methodology;
report expenditures using another; and conform to government cost-recovery principles
with yet a third.

What the Commission can assert, however, is a basic fact about academic finance:
Virtually no activity, other than self-supporting auxiliary enterprises such as dormitories and
cafeterias, generates enough revenue to pay for itself. Everything is "subsidized" to a greater or
lesser extent, either through tax revenues, endowment income, or private giving.

In addition, there are wide disparities in expenditure levels between and among different
instructional levels and disciplines. For example, courses in the "hard" sciences typically are
more expensive to offer than courses in the humanities or social sciences. Yet most institutions
do not charge higher tuition for higher cost programs, and lab fees (when assessed) barely begin
to. cover the costs. Or, to take another example, it is clear that on most campuses undergraduate
instruction usually, but not always, costs less to provide than graduate education. But differences
in tuition and fee levels for undergraduate and graduate courses'of study generally do not reflect
the true cost differential.

The truth is that institutions prefer not to look too hard at these matters, both because a
broad-based curriculum is a desirable thing in and of itself and because of a desire to base
decisions on quality and not on costs.

This Commission, therefore, finds itself in the discomfiting position of acknowledging
that the nation's academic institutions, justly renowned for their ability to analyze practically
every other major economic activity in the United States, have not devoted similar analytic
attention to their own internal financial structures. Blessed, until recently, with sufficient
resources that allowed questions about costs or internal cross-subsidies to be avoided, academic
institutions now find themselves confronting hard questions about whether their spending
patterns match their priorities and about how to communicate the choices they have made to the
public.
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CONVICTIONS AND RECOMMENDATIONS

Based on its review of college affordability, this Commission has arrived at five key
convictions about the college cost and price crisis:

Conviction 1: The concern about rising college prices is real. The Commission has
observed the anxiety in parents' faces as they talk about the price Of sending their children to
college. People consider a college degree as essential to their children's future, as something of
great value because it promises their children a better life. And, they also worry that access and
opportunity are slipping away. These are genuine public fears to which academic institutions
must respond.

Although concerns and perceptions about price are not entirely wrong, they are not
always based on sound factual information. Moreover, as we have noted, institutions of higher
education are not always fiscally transparent. Academic leaders must address these issues.

Here, however, academic institutions face a genuine challenge. It is quite clear from
parents this Commission talked with. that many members of the general public have little interest
in complicated explanations of higher education finance. As important as these matters are for
institutional leaders, parents are interested simply in what they will have to pay when their
children go to college indeed if they can afford to send them at all. In responding to public
concerns about prices, academic leaders must provide information that is comprehensive.
comprehensible. accessible, and persuasive.

Conviction 2: The public and its leaders are concerned about where higher
education places its priorities. We have relearned something most academic leaders always
knew: higher education costs are driven by people and by how these people spend their time.

But, because academic institutions do not account differently for time spent directly in the
classroom and time spent on other teaching and research activities, it is almost impossible to
explain to the public how individuals employed in higher education use their time.
Consequently, the public and public officials find it hard to be confident that academic leaders
allocate resources effectively and well. Questions about costs and their allocation to research,
service, and teaching are hard to discuss in simple, straightforward ways and the connection
between these activities and student learning is difficult to draw. In responding to this growing
concern, academic leaders have been hampered by poor information and sometimes inclined to
take issue with those who asked for better data Academic institutions need much better
definitions and measures of how faculty members, administrators, and students use their time.

The skepticism underlying this concern about where higher education places its priorities
is a major consequence of higher education's inability to explain its cost and price structure
convincingly to the public. Some cost data are unavailable; much of the information that is
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provided is hard to understand. College finances are far too opaque. Higher education has a
major responsibility to make its cost and price structures much more "transparent," i.e., easily
understandable to the public and its representatives.

Conviction 3: Confusion shoat cost and'price abounds and the distinction between
the two must be recognized and respected. Issues,of cost, price, subSidy, and net price have
been difficult for the members of this Commission to master. They are equally, if not more
confusing to members of the public. These are complex topics, and higher education must strive
continuously to clarify and communicate them clearly and candidly.

Beyond that. American families are confused and poorly informed not only about costs
and prices, but also about the entire matter of how to access higher education and its complicated

'system of financial aid.

The Commission believes that the message about prices (what students and families
actually pay) is more encouraging than much of the public dialogue acknowledges, even if it is
not entirely comforting: Moreover, the increase in the price students are asked to pay has begun
to moderate in recent years. Academic institutions must continue their efforts to control costs
and hence prices or risk the unpalatable alternative of government intervention.

Conviction-4: Rising costs are just as troubling &policy issue as rising prices. This
Commission is concernedhecauseinstitutional costs (not just prices) are also rising. Unless cost
increases are reduced, prices in the long run cannot be contained without undermining quality or

-limiting access.

Some of the factors, behind these cost increases can be understood and explained. As
noted previously, tuition tends to go up as public' subsidies go down. Administrative costs have
increased as a share of total expenditures.I1 The expense of building or renovating facilities and
of acquiring and implementing modern technologies has the potential of becoming a significant
cost driver." The cost of providing institutional aid (or discounting tuition sticker prices) for
needy students increased by nearly 180 percent in the ten years between 1987-88 and 1996-97."
Federal, state, and local laws, regulations, and mandates have undoubtedly added to academic
costs."

Some policymakers worry that Federal financial aid might have encouraged tuition
increases. This Commission is confident that Federal grants have not had such an effect, at either
public or private institutions. The Commission believes no conclusive evidence exists with
respect to Federal loans and believes this issue deserves serious and in-depth additional study.

Aside from such general observations, the Commission does not have solid information
to help identify specific factors driving cost and price increases. The simple truth is that no
single factor can be identified to explain how and why college costs rise. The Commission
suspects that part of the underlying dynamic is the search for academic prestige and the academic
reward systems governing higher education. This institutional emphasis on academic status is
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reinforced by a system of regional, and specialized accreditation that often encourages increased
expenditures by practically every: institution.,

;,.
The Complexity of the interrelationships among these'and other factors convinces the

Commission that policymakers should avoid simple, one-size-fits-all solutions to the challenge
of controlling or reducingcollege costs. Costs'osts are increasing for a variety of reasons. The
response to these mixed and subtlecauses, must be similarly mixed and sophisticated.

Conviction S The United States has a world-class system of higher education. The
United States has a diverse system, one that provides more opportunities to acquire a high-quality
education. for citizens of all ages and backgrounds, than any other society. American higher
education is a public and a private good. American academic institutions represent an
investment in the nation's future. one that yields dividends every day, for both individuali and
society. It is little wonder that the world has beaten a path to the door of the American
university.

Nonetheless, Academic leaders cannot take the continued pre-eminence of their
institutions for granted. Although it requires a. long time to build an outitanding nationwide
system of higher education, such a system can deteriorate very rapidly. Iii the Commission's
judgment. one of the few. things capable of precipitating such a decline in the United States
would be an erosion of public trust so serious that it undermined Ongoing financial support for
the nation's academic enterprise. Continued inattention to the imperative to make academic
institutions more financially transparent threatens just such an erosion.

Recommendations: An Action Agenda

The Commission believes its analysis of some of the national data about higher educationfinance has broken new ground. especially in clarifying the connections between and among cost.
price. subsidy. and affordability. Nevertheless, the best national data are insufficient to providethe kind of clear information on these trends that policymakers and the general public need. For
example. the terms of analysis used by different parties are not always consistently defined:
institutional costs and student costs are two different things: prices and costs are not the same:
and prices charged and prices paid often bear little relationship to each other.

The persistent blurring of terms (both within and beyond higher education) contributes to
system-wide difficulties in clarifying the relationship between cost and quality; defining the
difference between price and cost: distinguishing between what institutions charge and whatstudents pay; and ultimately to systemic difficulties in controlling costs and prices.

If we are to clarify these relationships and control expenses, several things must happen.Academic institutions should start to use these terms systematically and regularly; policymakers
must realize that costs and subsidies need to be better managed if prices are to be controlled; and
academic leaders must acknowledge that, before they can manage costs and explain prices to thepublic, they themselves have to do a better job of measuring and understanding both.
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The Commission organizes its recommendations around a five-part action agenda
grounded in the concept of shared responsibility. Many different participants have contributed to
the academic cost dileinma: all of them must be involved in resolving it In the Commission's
view, these actors have a shared respOnSibility for achieving five Policy .goals:

strengthening institutional cost control;
improving market information and public accountability;
deregulating higher education:
rethinking accieditation; and
enhancing and simplifying Federal student aid.

Sharing Responsibility. The Commission is convinced that many different stakeholders
have contributed to the college cost and price crisis; consequently, all of them will have to
contribute to the solutions. We believe institutions of higher'education, government at all levels

Federal, state and local the philanthropic community, and families and students have
essential and complementary roles to play in maintaining affordable, high-quality education well
into the future. Each of these stakeholders in some fashion influences or subsidizes the cost and
price of American higher education. They have a common obligation to respond to the issues.
outlined in this report: Government needs to invest in higher education'as a public good:
foundations should continue to support policy research and the search for innovation; parents
should be prepared to pay their fair share of college expenses; and students should arrive at
college prepared for college-level work.

But without doubt, the greatest benefits depend on academic institutions shouldering their
responsibility to contain costs, and ultimately prices. Although the responsibility for controlling
costs and prices is widely shared, the major onus rests with the higher education community
itself.
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I. Strengthen Institutional Cost Control

THE COMMISSION RECOMMENDS that academic institutions intensify
their efforts to control costs and Increase institutional productivity.

The Commission is convinced that academic institutions have done a lot to control costs
but they must achieve more in the way of cost containment and productivity improvement. The
drive for greater efficiency, productivity, and fiscal transparency requires an expanded definition
of academic citizenship, one that is broadly participatory, involving faculty. administrators.
students, staff, and trustees.

The effort the Commission is calling for should challenge the basic assumptions
governing how institutions think about quality and costs. This will require a greater willingness
to focus institutional resources on a few priority areas where excellence can be sustained. It
should include new cost saving partnerships among institutions.

The Commission believes it is impossible to formulate an effective single set of directives
on cost control applicable to the diverse institutional settings and ynissions of American-colleges
and universities. The responsibility for cost control, like the responsibility for quality
improvement. must be shouldered by each institution.

In recent years. American colleges and universities have made major efforts to reduce
expenditures and control costs." The Commission applauds this progress: however, it also
believes that much more must be accomplished. To do so. the academic community must focus
sustained attention on its own internal financial structures. the better to understand and ultimately
control costs and prices. To that end. the Commission makes ten implementing
recommendations to strengthen cost control and improve institutional productivity.

Implementing Recommendations:

I. Individual institutions, acting with technical support from appropriate higher
education associations, should conduct efficiency self-reviews to identify effective
cost-saving steps that are relevant to institutional mission and quality improvement.

2. Academic leaders should communicate the results of these self-reviews widely,
providing the campus community and institutional constituents with information on
issues such as administrative costs, faculty teaching loads, average class size, faculty
and student ratios, facilities management. and expenditures on technology.

93
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3. The Commission recommends the creation of a national effort led by institutions of

higher education. the philanthropic community. and others to study and consider

alternative approaches to collegiate instruction which might improve productivity and
efficiency. The Commission, believes significant gains in productivity and efficiency
can be made through the basic way institutions delivermost instruction, i.e.. faculty
members meeting with groups of students at regularly scheduled times and places. It

also believes that alternative approaches to collegiate instruction deserve further
study. Such a study'shOuld consider ways to focus on the results of student learning

regardless of time spent in the traditional classroom setting.

4.. The Commission recommends similar national attention be devoted to deVeloping

-new. alternative approaches to thinking about faculty careers, beginning with graduate

school education and extending to tenure and post-tenure review. These should
explicitly consider the many ways in which tenure policies vary across institutions.

5. The Commission recommends greater institutional and regional cooperation in using

existing facilities at institutions of higher education. Implemental nnn ofthk.n.
(.0Istwer .tu

recommendation will vary within and across states. Whenever remaa
contem at expanding the capacity of public institutions. they should consider the

existi it in all institutions and factor in promoting greater access through the
use of financial aid.an4I-other-strategies.

6. The Commission recommends maximizing the opportunity for cost savings through
joint campus purchase of goods and services and joint use of facilities; pursuing these

/7'. opportunities through many different kinds of partnerships. Where necessary. state,' Should
law-shetekl-be-eitmtged to make such partnerships possible.

"AVOW ishi.cualup
7. The Commission recommends greater use of consortia and joint planning to

maximize access to expensive academic programs. While acknowledging that some
inefficiencies and redundancies are inevitable in America's diverse and.decentralized
system of higher eduCation. the Commission believes that greater emphasis on
consortia, and joint planning offers significant opportunities for cost control. In states
and regions with large numbers of institutions, creative ways need to be found to
make the programmatic variety of each campus available to as many students as
possible.

8. The Commission recommends that the philanthropic community, research institutes,
and agencies of state and local government adopt the topic of academic cost control as
a research area worthy of major financial support. In addition to grants to support
efforts to undertake such changes, best-practice and recognition-award programs
should be established and supported.

9. As part of the recognition-award effort, the National Association of College and
University Business Officers should, in consultation with major higher education
associations, develop programs that publicize innovative institutional practices that
help control costs. As part of this effort, higher education associations should jointly

BEST COPY AVAILABLE
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seek foundation support for annual awards to public and independent colleges and
universities that have pioneered cost-management strategies.

10. Finally, we urge Congress to support academic efforts to control costs and improve
productivity by:

amending Public Law 100-107 (which created the Malcolm Baldrige Award to
recognize continuous quality improvement in the corporate sector) to include
education: and
authorizing in the next reauthorizing cycle the U.S. Department of Education's
Fund for the Improvement of Post Secondary Education (FIPSE) to continue
to offer financial support for projects addressing issues of productivity,
efficiency, quality improvement, and cost control.

95
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II. Improve Market Information and Public Accountability

THE COMMISSION RECOMMENDS that the academic community provide
the leadership required to develop better consumer information about costs and
prices and to improve accountability to the general public.

The Commission is convinced that both policymakers and the general public need more
useful, accurate, timely, and understandable information on college costs, prices, and the
different subsidies that benefit all students. Leadership for this effort should come from the
academy, from both institutions and higher education associations; but to be really effective of
the entire thrust requires a partnership engaging appropriate Federal agencies. states. leaders of
the press and electronic media. and the private sector.

For policymakers and the general public to act in a well-informed manner. more timely
and reliable data are essential. The Commission was troubled by the sheer amount of incomplete
and outdated information available from academic and government sources. Terms of analysis
like cost. price. and subsidy are not clearly defined or generally understood. Financial standards.
expenditure reports. and cost-recovery principles all rely on different methodologies. There is no
common national reporting standard to measure costs or prices.

What is required. first, are comprehensive, easy-to-understand analyses of cost and price
issues for different types of institutions by sector (e.g., public and private institutions. two- and
four-year. with dikinctions between four-year colleges and universities). These analyses should
then be transformed into handbooks. available to the public. that provide the following cost and
price information:

the cost of educating students (i.e.. the total institutional expenditure capital costs
included to provide the education);
actual tuition charges (i.e.. sticker prices);
the general subsidy (i.e., the cost minus the tuition charge):
instructional costs by level of instruction;
the total price of attendance (i.e., tuition, fees and other expenses);
a net price "affordability" measure (i.e.. total price minus grants): and
a net price "accessibility" measure (i.e.. total price minus all financial aid).

Although the Commission was not always able to obtain complete data on all these
issues, the approach outlined above is consistent with the one used in this report. The
Commission is convinced that these materials should also include information on financial-aid
availability and options along with information on different types of institutions and their
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different price structures. To the extent possible, information should also include total and net
prices for full- and part-time. dependent and independent students.

Above all, to be useful, these data should be issued annually. The aim is to provide up-
to-date information and illustrate how all potential students but especially those of limited
financial means can gain access to high-quality postsecondary education. The Commission
understands that new accounting standards have been developed for private institutions and are
currently being developed for public institutions. Further. the Commission is aware of efforts
underway to redesign the Department of Education's Integrated Postsecondary Education Data
Survey (IPEDS) to make it compatible with such standards. The recommendations below are
offered to emphasize the Commission's belief in the importance of these efforts to the
Commission's call for institutions of higher education to become more fiscally transparent. that
is, more straightforward in describing to the public where they get their money and how they
spend it.

To that end, the Commission makes eight implementing recommendations designed to
improve market information and public accountability.

Implementing Recommendations:

I . The Commission calls on the higher education community to take the lead in
organizing a major publicLawareness campaign to inform the public about the actual
price of a postsecondary education. the returns on this investment, and family
preparation for college.

The Commission recommends that individual institutions of higher education
annually issue to their constituent families and students information on costs, prices,
and subsidies in the way the Commission has approached these issues in this report.

3. The Commission recommends that the U.S. Department of Education collect and
make available for analysis not only annual tuition and price data but also information
on the relationship between tuition and institutional expenditures.

4. The Commission strongly encourages multiple agencies in the private sector to use
those data for developing college-cost reports or handbooks that are widely
disseminated to prospective students, their parents, and the media in print and over
the Internet.

5. The Commission recommends that, where necessary, the format of existing
governmental and private higher education data-collection systems and financial
reports be modified to allow for collecting and reporting information that calculates
costs, prices, and subsidies the way the Commission has approached them in this
document

6. In that regard. IPEDS should be redesigned to collect such information. It can then be
made available to any person or institution, in a form that is comparable for public
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and private institutions. The redesigned survey should include estimates of direct
instructional costs by level of instruction, capital expenditures. and the replacement
value of capital assets. It should also be expanded to improve data (and data
comparability) on faculty compensation and workload as well as on factors related to
administrative.efficiency.

7. The Commission urges the National Accounting Standards bodies for institutes of
Higher Education (The Financial Accounting Standards Board for private institutions
and the Government Accounting Standar& Board for public institutions) take
whatever steps are necessary to assure, that the financial reports of these institutions
offer fiscally transparent information about college finances that allow for valid
comparisons between public and private institutions.

8. The Commission recommends the'following with respect to the collection and
analysis of different kinds of data, particularly financial data:

a) The National Center, for Education Statistics, working with the appropriate
organizations. especially higher education associations, should redouble its
efforts to ensure that institutions respond in a timely manner to surveys and
that survey data are edited and released in a timely manner.

b) The National Center for Education Statistics should take steps to understand
how institutions respond to the IPEDS financial survey, particularly given
changes in accounting and reporting standards for private, not-for-profit
institutions. This is necessarytecause there are several acknowledged
inconsistencies in the way institutions.report the information they are required
to submit.

c) The U.S. Department of Education should undertake a study to gather
comprehensive data on the needs of part-time students, including the actual
costs to the institutions educating high numbers of such students. This study
should be integrated into the Department's higher education data-collection
efforts. Given increasing numbers of pan-time students and reliance on a
formula that equates three part -time students to one full-time student, such a
study would provide more accurate and reliable cost measures.

d) The Commission recommends that the U.S. Department of Education
investigate the feasibility of gathering data on proprietary schools and the
students who attend them.
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ILL Deregulate Higher Education

THE COMMISSION RECOMMENDS that governments develop new
approaches to academic regulation, approaches that emphasize performance
instead of compliance. and differentiation in place of standardization.

Members of the Commission believehhat institutions of higher education have a
responsibility to be good public citizens, not just in their teaching, research. and service missions,
but also as employers, vendors, and good neighbors in their communities. The Commission is
also aware that a variety of regulations, some accompanying public funding and some
independent of it, are intended to ensure public health and safety or accountability in the use of
tax dollars. The Commission clearly supports these goals.

But the Commission is equally convinced that a fresh approach to academic regulation is
required on the part of government at all levels. This Commission received a lot of testimony
about the impact of the regulatory environment on college costs. Academic institutions handling
small amounts of toxic substances. for example. are subject to the same. regulations as
'manufacturing enterprises handling the same materials by the ton.- Prohibitions-against
mandatory retirement ages were imposed on academic institutions in recent years (after several
decades in which colleges and universities had been legislatively exempt from them) without
considering the implications of the change on tenure or maintaining faculty vitality. And
regulations regarding such issues as student privacy, the right of students to examine their
records, and the incidence of crime on campus are redundant and repetitive.

New approaches need to be developed to ensure public accountability in ways that are
less costly and more easily manageable. The Commission believes it is time to replace the
current command-and-control approach to academic regulation with an approach that emphasizes
performance and accommodates the type and volume of regulation to institutional history. size,
and need.

To deal with these issues, the Commission presents nine implementing recommendations

Implementing Recommendations:

I . The Commission recommends the repeal of recently-enacted statutory provisions
(from the Tax-payer Relief Act of 1997) requiring that academic institutions provide
the Internal Revenue Service wit .personal financial information on enrolled students
and their parents. The Commissibn believes that the reporting burden this creates for
institutions has the potential to add major administrative costs to an institution's
budget. While acknowledging the need to ensure reasonable taxpayer compliance
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with IRS provisions, Congress should work with the appropriate representatives of the
higher education community to resolve this issue.

The Commission recommends that Congress fund a project by the National Research
Council. or other appropriate Federal agency, to develop standards in environmental.
health, and safety areas to provide for differential regulation of industrial facilities. on
the one hand, and research and teaching laboratories and facilities. on the other. The
report should make specific recommendations for statutory and regulatory changes
that are needed to develop such a differential approach.

3. The Commission recommends that. where possible. statutes require agencies to adopt
performance-based models for monitoring compliance rather than command7and-,
control regulations that prescribe specifie approaches. Likewise. statutes should
avoid command-and-control language and move toward perforMance-based
requirements.

4. The Commission recommends that state and county governments undertake a
thorough examination of the regulatory requirements they have imposed on academic
institutions, particularly those that go beyond or differ from Federal requirements.it The purpose would be to determine the cost implications of these requirements and
whether their benefits justify the costs they impose. Those deemed to be overly
burdensome should be repealed.

5. The Commission recommends that, as Congress and the Executive Branch examine
issues related to the electronic production of information, colleges and universities be
included in the discussions. As both producers and consumers of electronic
information, academic institutions are in a unique central position to provide advice
on the complex intellectual property issues involved in this area.

6. The Commission recominends that Congress enact a clarification to the Age
Discrimination in EmplOyment Act to assure that institutions offering defined-
contribution retirement Programs are able to offer early retirement incentives to
tenured faculty members. The Commission endorses pending Senate Bill 153, which
would accomplish this purpose.

71f The Commission recommends that the Higher Education Act and accompanying
regulations be rewritten to consolidate provisions related to the mandated disclosure
of information to students and employees under legislation such as the Student Right
to Know and Campus Crime and Security Acts.

8. The Commission recommends a change in the refund law and implementing
regulations to permit institutions of higher education to require students withdrawing
from programs to sign a withdrawal form establishing a firm date of withdrawal for
refund purposes.

too
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9. The Commission recommends Congress stipulate that institutions with a
demonstrated history of sound financial operations.and capable administration be
deemed "fiscally responsible and administratively capable" of meeting the eligibility
requirements under the Higher Education Act.-Evidence of such a sound operation
could include a showing that the institution is a public institution (i.e.. state
controlled); that it has been in continuous existence since November 8, 1965' (the date
of enactment of the Higher Education. Act); or that is has participated successfully in
Title IV programs for ten years or longer. Congress and the U.S. Department of
Education might consider adopting the principles of the Federal Trade Commission's
successful voluntary compliance programs.

1 1
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IV. Rethink Accreditation

THE COMMISSION RECOMMENDS that the academic community develop
well-cootrlinated efficient accrediting processes that relate institutional
productivity to effectiveness in improving student learning.

Accreditation is an honored and essential part of higher education. It assures the
education community and the public, as well as funding agencies. that the institutions they are
attending or supporting merit their confidence. In addition. it provides a useful tool for
institutional self-study and accountability that would be inappropriate to government.

Accreditation strives to assure educational quality and institutional integrity. Basic to the
accreditation process are periodic self-studies that evaluate an institution or program in light of
publicly-stated objectives and peer evaluation of those self-studies by a visiting team of
academic colleagues. Accreditation seeks not only to judge and assure quality and integrity, but
to promote improvement through continuous self-study and evaluation. Regional associations
accredit an institution as a whole, while specialized accrediting groups accredit specific
educational programs within an institution.

The Commission recognizes and encourages the movement underway at all six regional
accrediting associations to focus more on assessing student achievement. Accreditation bodies
-- both regional and specialized have been inclined to emphasize traditional resource
measures as prokies for quality. Such traditional measures are often difficult to link to
demonstrated student achievement. Specialized or professional accreditation has. for the most
part. continued to focus on resource measures in making judgments about quality. In fact. to
many campus observers, they appear often to be acting more in the economic interest of the
professions they represent than in the interest of assuring student achievement.

Moreover, specialized accreditation has, in the eyes of many, taken on a life of its own. It
has become too complicated. occurs too often, and makes the case for additional resources to
support programs of interest to them without regard to the impact on the welfare of the entire
institution.

Today, some 60 specialized accrediting agencies oversee more than 100 different
academic programs ranging from architecture, business, and engineering to journalism. law,
medicine, and far beyond. The time-consuming self-study procedures involved with specialized
accreditation, the focus on additional resources without regard to their connection to student
learning or the welfare of the larger institution, and the expensive duplication involved with
different entities, increase red tape and drive up costs.
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. .

The Commission believes a great deal of improvement is possible in developing both
accrediting standards and evaluation review processes that focus direcdy on student learning. It
believes accreditation should encourage a greater focus at both the program and institutional
level on productivity and efficiency: To address these issues, the Commission presents seven
implementing recommendations:

Implementing Recommendations:

I . The Cortinhssion,recommends,that accrediting.associations reshape existing standards
and review processes to include a greater.emphasis on measures of.effectiveness
especially.stUdent achievement and less emphasis on resources.

2. The Corrunission also urges accrediting bodies and their member institutions to devise
standards and review processes that support greater institutional.
efficiency arid cost constraint.

3. The CommisSion recommends that with standardsland review processes focused
more on output and cost efficiency, institutional self-study procesies should
concentrate on efficiency, productivity, the wise use of resources, and the extent to
which the institution is meeting the educational quality goals defined in its mission.

4. The Commission recommends that the Council on Higher Education, Accreditation
and its member accrediting agencies give high priority to deVeloping a system to
coordinate activities (inclUding self-studies and visits) between regional, national, and
specialized accreditors in order to minimize costs and recognize the primacy of
regional, institution-wide accreditation.

5. The CommisSion also urges Congress to consider changes in the Secretary of
Education's criteria for institutional recognition to encourage voluntary coordination
betWeen institutional and specialized accredithrs.

6. The Commission recommends that accrediting agencies develop trainineprograins for
staff and visiting review-team members that build greater understanding of cost
containment and the skills to assist institutions in examining the relationships
between and among student achievement, accrediting standards, and costs.

7. Finally, the Commission urges accrediting agencies to emphasize to their member
institutions that concentrating on results is not intended to create a single set of

!standards for higher education but to indicate the importance of performance as a
measure of accountability.

10.3
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V. Enhance and Simplify rFederal Student Aid

THE COMMISSION RECOMMENDS that Congress continue the existing
student aid programs and simplify and improve the financial aid delivery system.

Despite the complexity of the current Federal student4id system of grants, loans.
campus-based aid, and tax benefits. it providevcmcial support to students from widely varying
personal and financial circumstances. There is value in preserving the current mix of programs
that enhance student choice among a variety of institutions. Nevertheless, the manner in which
that aid is delivered confuses students' and &Milks: and: despite its variety; the aid syStem
struggles to serve the diverse needs of the many different types of Students now attending
postsecondary institutions. Meanwhile, student aid regulations from the U.S. Depirtment of
Education are so extensive, internally inconsistent. and excessive that it is almost impossible for
any college, university or other financial aid provider in the country to be sure it is ever in full
compliance.

To maintain a strong Federal financial aid systeM that will improve access to higher
education and make it more affordable to students and families, the Commission makes eight
implementing recommendations.

Implementing Recommendations:

I . The Commission recommends that Congress continue the existing Federal grant. loan.
and c:ampus-based financial aid programs and where possible, strengthen theineuACI Ot/t0.10
OLICIAMUY la311.428.

2. The Commission recommends that Congress simplify and improve the student
financial-aid deliVery system. This system should have as its primary goals
improving the level of service to students and program participants: reducing the costs
of administering Federal student-aid programs: increasing accountability: and
providing greater flexibility in managing the functions and operations of the grant.
loan, and campus-based aid programs.

3. As part of the effort to streamline aid, the Commission supports involvement of the
U.S. Department of Education in efforts to deVelop Electronic Data Interchange (EDI)
standards and other experiments in the use of modem technologies for information
sharing among institutions.

4. The Commission recommends that Congress monitor the effectiveness of the new
higher education and lifelong-learning tax provisions to determine what effect they
have on access, the nature of student financial assistance, and institutional decisions
about awards of institutional aid and campus-based financial aid.
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5. The Commission recommends that Congress investigate th f
eligibility . uirements for Federal student aid to include
aid shoul. ome more flexible to meet a variety of student circumstances, including
accelerated degree completion and year-round eligibility for part-time students and

lifelong learners.

6. The Commission recommends that the Secretary Education be required to review

and simplify the Department's financial aid regulations. procedures, and forms,

especially forms that families must complete to apply, for financial aid. Institutional

compliance with regulations and procedures is now extraordinarily difficult and

expensive because of the inconsistencies and redundancies in statutes and regulations.

7. The Commission recommends that the U.S. Department of Education consider
expanding and strengthening the "case management" approach to eligibility and
compliance issues associated with the Higher Education Act. This will allow the
Department and institutions of higher education to consider simultaneously issues like

institutional audit. program review. and re-certification, thereby allowing both to
better coordinate the use of resources and potentially reduce costs.

8. The Commission recommends that Congress require the ProgramReview branch of

the U.S. Department of Education to make available to every institution certified for
Title IV participation. a complete, non-redacted copy of its review guidelines and
procedures. The Higher Education Act should also, be amended to permit institutions

to cure inadvertent errors without penalty.
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A WORD TO STUDENTS AND FAMILIES

Finally, this Commission wants to speak directly to students and their families. We
realize that decisions about selecting a college and paying for a college education present tough
choices to American families. Our system of higher education is big, diverse, and full of
opportunity, but making good decisions about college requires information andpreparation.
Early in the high school years. students and their families need to be asking questions about what
they value and want the most from higher education. Whattype of school are you looking for?
What is most important to you? Who has the information you need and where can you find it?

Selecting the right college takes work and the selection process must begin with the
family's own assessment of what it wants. Parents andstudents need to remember that "more
expensive" does not always mean "better." And, just because a school ranks high on a
"reputational" survey, does not mean your son or daughter will be happy there.

Beyond that, preparation for college starts with families and students working together on
the academic preparation necessary fora successful college experience. The first semester of the
senior year is too late to begin laying this foundation. Families and students must begin with a
solid foundation in elementary school. The next step is taken when they begin to plan fora
rigorous course of study in high school, preferablyone that involves four years of college-
preparatory English and mathematics, and three years each of science, history and social studies.
and foreign language. Once the program is defined, success depends on students really
concentrating on their schoolwork and getting thesupport they need from family and teachers.

The members of this Commission also understand the anxiety involved when families
face the prospect of paying for a college education. We do not dismiss it; in no way do we
minimize it. On the contrary. all the recommendations in this document were developed with
one goal in mind: to keep open the door of higher education by maintaining access at prices
students and families can afford.

But institutions. governments, and the philanthropic and higher education communities
can only do so much. Students and families have a responsibility to do their part as well.
Because a major beneficiary of a college education is the individual involved, those with a
genuine commitment to their future rightfully shoulder part of the load.

The weight of that load can be substantially lessened with careful financial planning.
Families obviously need better information in order to plan well; this Commission has laid out an
action agenda to provide much of the needed information. A number of states offer widely-
publicized tuition pre-payment plans. and financial institutions are eager to encourage regular
savings and investment for higher education. Moreover, the 1997 budget agreement incorporated
many attractive new tax features to encourage parents to lay aside funds for their children's'
education including permission to establish tax-deferred educational accounts and to
withdraw IRA funds for educational purposes. Combined with the widespread availability of
grants and loans, the establishment of new Hope Scholarships, and provisions for tax credits for

0,6
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upperclassmen and women. these new provisions promise to bring a baccalaureate education
within the grasp of practically everyone.

Most families need to become better informed about these possibilities, and those with
the financial means should make an effort to set aside something for their children's future. The
Commission encourages them to do so. confident that higher education is not just an expense but
also an investment. The long-term financial return on the investment far exceeds the price
students and families pay.

Next Steps: Putting it All Together

Those, then, are the Commission's recommendations. They constitute a framework of
shated responsibility to control institutional costs, improve market information and public
accountability, deregulate higher education, redesign accreditation. and enhance and simplify
Federal financial aid.

Developing recommendations is easier than implementing them. Reports do not
implement themselves, but must be put into practice by policymakers, members of the academic
community, and citizens: Unfortunately, most reports of this nature rest unread on bookshelves.
If that becomes the fate of this document and its recommendations, financial support for higher
education could erode and others may step in to impose their own regulatory solutions.

The first step to implementing these recommendations is really in- the-nature of a plea.
Everyone must shoulder his or her share of the burden of improving the situation described
herein. If academic leaders. policymakers, and the general public satisfy themselves by blaming
others, the situation will not change. All of us together must rise above polemics. We must
avoid oversimplific'ation. We believe it is time for straight talk about college costs and prices.
To maintain access to higher education at a reasonable price, everyone will have to do more,
make Sacrifices, and work harder. There is ample work ahead for everyone.

The second step is to move forward with the recommendations outlined above. The
Commission's charge from Congress was really quite simple: develop a set of recommendations
to help keep college education affordable in the United States. No report can guarantee that
result. But the steps outlined in this one point the nation. its educational leaders, its citizens, and
its public officials in the right direction.
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APPENDIX A: THE UNFINISHED AGENDA

Colleges and universities are complex institutions serving millions of students. In the relatively short period' of time

since the establishment of the National Commission on the Costof Higher Education. numerous issues have been

identified that could contribute to rising college tuitions. Time as well as the availability of data did not allow for

the thorough review of all of these issues.

Graduate Education. How has the price of graduate education changed over time? What are the

relative costs of graduate education as compared to undergraduate education? How can we distinguish

these costs? Are undergraduate tuitions paying fqr graduate programs? Is the time to obtain a Ph.D.

increasing?

Part-time Students. How much do part-time ents pay to attend a postsecondary institution? What

is their price of attendance? How much and types of financial aid do they receive? How nuich

does it cost institutions to educate pan-time s ts? Do part-time students need special types of

services that differ from those of full-time stude ?

Nontraditional Students. (Often considered to'be students over the ageof 22 who do not necessarily

attend Ml- time: part-time students can be subsumed under nontraditional students). What types of

financial aid do nontraditional students receive? What types of additional supports do they need?

Faculty Woirkload. How do faculty spend their time? How can we improve upon current methods of

obtaining data on faculty work? How much are they asked to teach? How frequently are faculty able

to substitute activities for actual classroom teaching? Are there moreefficient ways to teach?

Persons Who Do not Attend. Why do some high school graduates not pursue a college education?

To what extent do financial concerns -keep persons from enrolling?

Proprietary Schools. How much do proprietary students pay to attend theirinstitutions? What does it

cost a proprietary school to educate students? How much and what types of financial aid do
proprietary school students receive? Has the availability of Federal aid. both loans and grants.

influenced tuition growth in proprietary schools?

Costs and Quality. To what extent are changes in higher education costs related to changes in the

quality of higher education? How'ow are higher education products affected by changes in costs? How

can quality be improved and costs reduced?

Technology. How can advances in technology change the delivery of higher education? How can

technology help colleges and universities to reduce their costs?

Saving to Pay for College. How can students and their families save more efficiently to pay for

college? What types of incentives might encourage families to save?

Higher Education and the Business Community. How can businesses become more involved to help

reduce some of the costs of higher education? To what extent are businesses currentlyproviding

tuition benefits for employees?

Remedial Education. What does it cost colleges and universities to offer remedial education? How

can higher education work with elementary and secondary schools to ensure that students are better

prepared for college work?
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Tuition Remission. Does offering faculty tuition remission for family members drive institutional
costs up?

Information Needs. What kinds of information, and publicationswould assist parents and students to
make informed decisions about attending college?
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Most of thidata contained in this rspon were previously published efteWitere: :The.Feader shiatild consult
the original sources for further details concerning cited data Several of the tables do contain' original tabulations of
recent. college cost and price trendsAssue I). This technical note provides information 'concerning how these figures
were derived. It describes:, the data sources used to produce these estimates: the classification of students; the
classification of institutions; the method used to estimate what it costs colleges an_ d universities to provide higher
education to students (cost per FIE): and the derivation of "net price" estimates. At the end of this note, several
terms that are used throughout the report are defined..

. Data Sources

., Multiple years of tWo U.S. Department of Edniiiiion data stfairses. the National Postsecondary Student Aid
Study (NPSAS) and the Integrated Postsecondary. EduCation Data SyStem.(IPEDS) were used to estimate trends in
average, college costs and prices. 'NPSAS data were used to estimate student !mid inforMation (e.g.. tuition and total
price of attendance) and WEDS data were used to estimate institutional level figures (e.g.. enrollment and cost to
institutions of providing higher education).

NPSAS data are not Collected annually, but rather every three years: 1986-87. 1989-90. 1992-93. and
1995-96. The Data Analysis Systems (DAS) software and website (httpi /www.pedar- das.org) maintained by MPR
Associates under contract with the National Center for Education Statistics (NCES) were used to generate the
NPSAS based estimates.

WEDS finance and enrollment data were combined to derive estimates of the cost of providing higher
education incurred by institutions per full -time equivalent student. Based on the ongoing work of Gordon Winston 2°,
information concerning how colleges and universities spend their money as reported on the IPEDS financial form
was combined to reflect the fact that these institutions are multi-product entities and produce goOds and services
beside instruction. The capital costs associated with the value of the land buildings, and equipment devoted to
instruction are also factored into the estimate of the cost of providing higher education. (A more detailed
explanation of this calculation is provided under the "Cost per Student" discussion.)

WEDS finance data are collected every fiscal year. Finance data from fiscal years 1987. 1990. 1993. and
1996 were desired to correspond with the student level information available from the four waves of NPSAS. Final
finance data are not, however, available for 1996, so data from 1995 and 1993 were used to estimate 1996 figures.
The annual rate of change in the cost of providing instruction observed for each type of institution between 1993 and
1995 was assumed to remain the same through .1996. Comparing the results of this assumption with estimates
derived from early release 1996 finance data revealed similar values. Enrollment data from the fall of the academic
years in question were used to calculate full-time-equivalent enrollment (F7E). FIE is defined as the number of full-
time students plus one third of the number of pan-time students attending a given institution.

The first three years of IPEDS finance (1987. 1990. and 1993) and fall enrollment data (1986. 1989. and
1992) were acquired via the CASPAR website (http://caspar.nsf.gov). The 1995 finance and fall 1994 enrollment
data were acquired through the NCES website (http://nces.ed.gov).

Classification of Students

Data presented in this report are for full -time. full-year dependent students attending a single institution
only. These students are considered for financial aid reasons to be financially dependent on their parents. Parental
as well as the student's own income and assets are considered in the determination of need-based financial aid.
Approximately 74 percent of full-time. full-year undergraduateswere classified as dependent in 1996. While part-
time or part-year students comprise the majority. 62 percent, of all undergraduates, the price paid by full-time, full-
year students is more readily interpreted and compared across years.
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Classification of Institutions

Institutions were 'classified blied'ilifiontiol:pliblic or private not-foi-profit: iiild level of degree offered.
Trends in prices and costs are estimated separately cot public four-year. private four-year. and public two-year.
institutions. In 1996. approximately 78, percent of all undergraduates attended a public institution: 46 percent were
in two-year schools, 31 percent attended four-year schools., the remaining I percent were enrolled in institutions
offering programs lasting less than two years. Public institutions receive a share.of current revenue from state
appropriations: therefore tuition charged state residents azdtese schools is often considerably lower than in the
private sector.

Cost per Student

As noted above, the derivation of the cost of instruction per full-time-equivalent student draws heavily from
the work of Gordon Winston. Winston's work makes two conceptual improvements over past measures of ,

institutions' cost of providing higher education. First, Winston recognizes that colleges and universities spend
money in areas that are clearly related, areas that are partially related. and areas that are completely unrelated to
instruction. Second, Winston accounts for the capital Costs of the physical resources associated with providing
higher education.

Based on Winston's method. instruction costs are the sum of: clearly instructional expenditures: a
proportion of the partially related expenditures: and a proportion of the capital costs of all the physical assets used by
the institution. The proportion used in these calculations reflects the share instruction holds in the overall operation
of the institution. The specific formulation of the cost per student estimation is described below and summarized in
Exhibit B-1.

The two IPEDS expenditure categories of instruction and student services were treated as being clearly
instructional and all the expenditures in these two categories was included in the instructional cost measure. The
three IPEDS expenditure categories of institutional support, academic support. and operation of-the physical plant
were treated as being partially related to instruction and a proportion of ate value of expenditures in these categories
was added to the instructional cost measure. This proportion was calculated by dividing the sum of the two clearly
instructional expenditure categories (instruction and student services; by the total current fund expenditures less
mandatory and non-mandatory transfers, scholarship and fellowship expenditures. and the sum of the three partially
instructional expenditure categories (institutional support. academic support. and operation of the physical plant;.
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Clearly
Instruction

EXHIBIT B-1: Annotated Formula for Cost Per Student

Cost =

Proportion Proportion
+ Partially + Capital

Instruction . Costs
Current expenditures on: Currentexpenditures on: Depreciation (2.5%):

Instruction Academic Support Replacement value of Buildings
Student Services Institutional Support Replacement value of Equipment

Operation of Physical Plant

plus

Opportunity Cost (9.12%) :

Replacement value of Buildings

Replacement value of Equipment

Replacement value of Land

Where proportion
Current expenditures on instruction

divided by

equals
and student services

Total current fund expenditures less: current expenditures on

academic support, institutional support, operation of physical plant,
scholarships and fellowships. mandatory and non-mandatory
transfers

Cost Per Student =

Cost divided by full-time-equivalent enrollment

Capital costs include both the real depreciation of physical assets and the opportunity costs associated with
their use for higher education. IPEDS collects information concerning the replacement and book value of buildings
and equipment used by colleges and universities. While the replacement value for land is not collected, book value
for land used is. Land book value was converted to replacement or market value by multiplying land book value by
2.138. This correction of land value was based on the relationship observed by Winston and Yea (1995) between
the book value and replacement value of buildings. Depreciationwas assumed to be 2.5 percent and the opportunity
cost was set to equal the average return over the past twenty years of 30 Year Treasury Bills. 9.12 percent. Land
values were assumed not to depreciate in value. Hence, the value of all capitalresources consumed in the provision
of instructional services is computed as follows: 2.5 percent of (Building replacement value + Equipment
replacement value) plus 9.12 percent (Building replacement value + Equipment replacement value + 2.138 x Land
Book Value).

Due to a high level of missing data in the physical asset information in the IPEDS data the data imputation
techniques discussed in the appendix of Winston and Yen (1995, p.39-40)were adopted. In order to lessen the
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impact of outlying cases, the highest one percent of estimated values of instructional costs per full-time-equivalent
student in each year were deleted from the analysis. .

Net Price Calculations

The posted tuition. the **sticker price- is not paid by a substantial portion of undergraduate students due to
financial aid. Roughly half of all undergraduates receive some sort of aid. Among dependent students attending a
college or university full-time for the entire academic year. the group of students that tables included in Issue I focus
on. the percentage receiving some type of financial aid is higher still. 64-percent.

Two different defmitions of net price are used In the first version of net price. only grant aid is subtracted
from the total price of attendance. In the second yersion. all financial aid. including loan and work stu4 earnings. is
subtracted from the total price. The first definition captures the actual price paid by students and families, regardless
of the mechanisms used to finance the purchase of higher education. The seconcFcaptures the actual cash outlay that
students and their families encounter during the year of college attendance.

To maintain a consistent measure of total price of attendance over time, certain adjustments had to be made
to the student self-reported total price information available in the NPSAS data for 1987 and 1990. The 1996
NPSAS includes a revised measure of total price. a student budget variable based on the combination of student self-
reports and institution provided data. A 1996 comparable version of this student budget variable was added to the
1993 NPSAS data which also contains student self-reports of total price. Using 1993 NPSAS data. which contained
both measures. ratios of the revised student budget variable to student self-reports were calculated for each type of
institution addressed by the report. The institution specific ratios were then applied to the self-reported total price
information available in 1987 and 1990 to make these data comparable to the 1996 student budget estimates.

Definitions

Consumer price index (CPI). This price index measures the average change in the cost of a fixed market basket of
goods and services purchased by consumers.

Dependent student Students who are considered for financial aid reasons to be financially dependent on their
parents. Parental as well as the individual student's income and assets are included in the calculation of the
expected family contribution and thus financial aid awards.

Independentstudent. Students who are considered for financial aid reasons to be financially independent from
their parents. Parental income and financial assets are not considered when calculating financial aid awards for
independent students. Any one of the following criteria is sufficient for defining a student as independent:
being 24 years of age or older by December 31 of the academic year in question: past service in the armed
forces: being an-orphan or.ward of the court: being married: having legal dependents other than a spouse: or is a
graduate or professional studdnt.

Financial need. The difference between the institution's price of attendance and the student's expected family
contribution.

Unmet need. The student's price of attendance at a specific institution less the student's expected family
contribution and other financial assistance received.

Full-time-equivalent (rrE) enrollment. For institutions of higher education. enrollment of full-time students plus
the full-time equivalent of pan-time students. The full-time equivalent of part-time students is calculated in this
report as: three part-time students are equivalent to one full-time student. Students are considered pan-time if
their total credit load is less than 75 percent of the normal full-time load.
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Median family income. That level of family income that divides the upper from the lower half of all
families.

Personal disposable per capita income. The amount of money available per person to spend. The
calculation involves subtracting all taxes. depreciation. and corponne reinvestment from the country's
Gross National Product. adding transfer payments (e.g.. social security payments), and dividing the
result by the number of people in` the population.

Regulatory Approaches

Performancebased approach. The performance-based regulatory approach fixes a standard of
performance but generally leaves to the institution the choice of procedures to meet the standard..

Command and control approach. la the command and control regulatory approach. a government agency
fixes both the performance standard and the procedure to meet the standard.
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APPENDIX C: COMMISSIONER BIOGRAPHIES

Maitin Anderson
Senior Fellow. Hoover Institution of Stanford University, Stanford. California

Martin Anderson is, a Senior Fellow at the Hoover Institution of Stanford University. A. former professor at
Columbia University. he directed the policy research efforts of three presidential campaigns. and was the domestic
and economic policy adviser to President Reagan. 1981-82.

Anderson graduated summa cum laude from Dartmouth College. and received a MS. from the Thayer School of
Engineering 4nd the Amos Tuck School of Business, and his Ph.D. from the Massachusetts Institute of Technology.
He is the author of eight books including Impostors in the Temple: A Blueprint for Improving Higher Education in
America.

Jonathan A. Brown
President Association of Independent California Colleges and Universities. Sacramento. California

Dr. Brown has been President of the Association of Independent California Colleges and Universities since 1991.
Prior to his appointment he was Vice President of the Association. Before that, he served in a variety of political
positions including work in the White House. the U.S.Senate. the House of Representatives and the California
Legislature. brown has also served on a variety of boards including the National Association of Independent
Colleges and Universities: as founding Chairman of United Educators Risk Retention Group and as a member of the
Economics Council for the Universidad Anahuac del Sur in Mexico City.

Brown received his A.B. (Honors) in International Relations from the University of the Pacific. He also studied at
George Washington University. Catholic University and theHarvard Institute for Educational Management. He-
received a D.P.A. from the University of Southern California. His dissertation, on tax simplification, was nominated
for dissertation of the year by the American Society of Public Administration. He has been an adjunct professor at
USC and Golden Gate University and a visiting professor at Universidad Anahuac del Sur in Mexico City.

"In one sense the Commission was created as a result of a pervasive svnractic confusion that invades any
discussion of higher education. Higher education lives inan environment where an average cost of production of
320.0001raST) is sold for 56.000(PRICE). Ifwe concentrate only on price, we will be unsuccessful in keeping
higher education accessible. The balance. ofour recommendations try to build on the strength of the American
system of higher education one size does not fit all because we have a diverse system. Better focus on and
understanding of the costs of higher educationantong administrators, faculty, students, families and policymakers.
will assure a higher educational system that remains able to meet a diverse set of needs. but always in a cost
effective manner."

Robert V. Burns
Distinguished Professor and Head of Political Science. South Dakota State University. Brookings, South Dakota

Dr. Robert Burns is Distinguished Professor and Head of Political Science at South Dakota State University in
Brookings. South Dakota. He is a Commissioner with the Western Interstate Commission on Higher Education, and
former Chairperson of two Governor's Committees focusing on education in the state of South Dakota. He has held
teaching positions at the University of Missouri-Columbia and at the University of South Dakota.

He received his B.S. in Political Science from South Dakota State University. and his M.A. and Ph.D. in Political
Science from the University of Missouri-Columbia. He is the recipient of several teaching awards, including
Teacher of the Year in the College of Arts and Science three separate years. the Burlington Northern Excellence in
Teaching Award in 1989, and the 1995 South Dakota Professor of the Year by the Cexpegie Foundation for the
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Advancement of Teaching. He is a former member and presidentof the Brookings. South Dakota. School Board and
candidate for the state legislature. He was awarded the Bronze Star andAir Medal with Oak Leaf Cluster for his
duty in Vietnam as a Captain with the United States Army.

"I am convinced that each of the eleven members of the Commission is committed to quality, affordable higher
education opportunities for the adult public as a means toward individual and community'syell being in our nation.
The common good'and not narrow selfish interests directed the work of the Commission. We were required by law
to investigate eleven complex topics in America higher education including costs. prices and subsidies. 1f our
product appears to be overly broad in focus it is because we have sought to be true to our statutory mandate. ft is
our hope that individuals and communities alike will benefit from our effort to make higher education even more
accessible through implementation of our many recommendations."

Clare M. Cotton
President. Association of Independent Colleges and Universitiesin Massachusetts. Boston. Massachusetts

Clare Cotton has served as the President of the Associationof Independent Colleges and Universities of
Massachusetts (AICUM) since 1987. AICUM represents 55 independent colleges and universities in Massachusetts.
He served as President of the Boston-Fenway Program. Inc.. a consortium of 12 non-profit educational. cultural and
medical institutions from 1977-1987. Earlier he was Vice President for Government and University Relations at
Boston University. Director of European Securities Publications.Inc. in London and a Special Writer for The Wall
Street Journal.

He received his undergraduate degree from Randolph-MaconCollege and his masters degree in philosophy from the
University of North Carolina. Chapel Hill. He has received honorary doctorate degrees from Randolph-Macon
College, Wentworth Institute of Technology, Mount Ida College, Becker College and Northeaster University. He
received the Dean College Cameron E. Thompson Medal and the Becker College award for Distinguished Service to
Higher Education. He is a member of the Public Education Nominating Counc,i1 of Massachusetts and a founding
member of the Brookline (MA) Chorus.

"The Federal student aid programs. together. represent a kind of policy genius. The variety of the programs
combines the Pell national grant system and the national loan systems with campus-based grant, work and loan
programs. pmviding great flexibility in final awards to meet unforeseeable differences in student needs and
changing student needs. The principle that moil is the basisof awards under-girds these programs. Needs analysis
covers the two relevant factors: the resources available to the studerzUfamily and thefunding needed for the
proposed educational program. Basing financial aid solely on income would limit choice and flexibility. and would
tend to transform student aid into a part of the welfare system. Support for the Federal system. in my view, entails
support for its basic philosophy of needs-based awards."

William D. Hansen
Executive Director. Education Finance Council. Washington. D.C.

Since 1993, Bill Hansen has been the Executive Director of the Education Finance Council (EFC) in Washington.
D.C. EFC is a not-for-profit association organizedto represent the common interests of state student loan secondary
market organizations. Prior to joining EFC. Hansen was the Assistant Secretary of Education for Management and
Budget and Chief Financial Officer. the Deputy Under Secretary of Education for Planning. Budget and Evaluation
(acting); and Deputy Assistant Secretary of Education for Legislation and Congressional Affitirs. He also managed
the public affairs office at the U.S. Department of Commerce.directed intergovernmental and industry affairs at the
U.S. Department of Energy and served as Deputy Assistant Secretary for Elementary and Secondary Education.

Governor George Allen appointed Mr. Hansen to the Virginia Commission on the Future of Public Education. He
also served on the Governor's Commission on Champion Schools in Virginia. He attended Idaho State University
and graduated from George Mason University with a B.S. degree in Economics. He lives with his wife and six
children in McLean. Virginia.
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Walter E. Massey
President. Morehouse College. Atlanta. Georgia
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In June of 1995. Dr. Walter Massey was named president of his alma mater. Morehouse College. the nation's only
historically black. private, liberal arts college for men. Prior to his appointment at Morehouse. Dr. Massey was a
professor of physics and Dean of the College at Brown University. Director of Argonne National Laboratory. Vice
President for Research at The University of Chicago. Director of the National Science Foundation and Provost and
Senior Vice President for the University of California System.

Dr. Micky received his B.A. in Physics and Mathematics from Morehouse. and his M.S. and Ph.D. in Physics from
Washington University. As an expert in the fields of science and technology, Dr. Massey has traveled and consulted
around the world for different countries and organizations. He currently. serves on the Board of Directors of
Rockefeller University and three additional corporate boards. He was previously a trustee for Brown University and
the MacArthur Foundation.

"I hope this report becomes a resource for polic malcers as they struggle with the critical choices as to how to
maintain the excellent system of American higher education. I also hope it will help families and students to
prepare early on to finance a college education. We in the education community must do our pan by keeping
college affordable." .

Barry Munitz
President and CEO. The J. Paul Getty Trust, Los Angeles. California
Former Chancellor, The California State University
Vice Chairman. National Commission on the Cost of Higher Education

During the work period of this Commission. Dr. Munitz was Chancellof and Chief Executive Officer of the
California State University, a 23-campus system of state universities. He is now the President of the J. Paul Getty
Trust, effective January 5. 1998. He is immediate past Chair of the American Council on Education, is a member of
the Executive Committee of Los Angeles' KCET Public Television Station. has chaired the Education Round Table
in California for the. past five years. and is Chairman of the new National Advisory Group for the Ford Foundation-
supported Millennium Project on Higher Education Costs. Pricing and Productivity.

He received a B.A. in Classics from Brooklyn College and a M.A. and Ph.D. from Princeton in Comparative
Literature. After teaching at Berkeley and serving as Clark Kerr's assistant on the Carnegie Commission on the
Future of Higher Education, he worked as the Academic Vice President of the University of Illinois system. as the
Chancellor of the University of Houston, and as president of'a Fortune 200 corporation. He has written widely on
organizational theory, higher education, planning and governance.

"American higher education is the envy of the world. and an absolute requirement for social and economic success.
Our colleges and universities must be strongly supported and families must plan to afford them: however, they must
make themselves much easier to understand and much easier to afford This Commission is absolutely and
unanimously convinced that America's colleges and universities remain an extraordinary value: but, it is also
deeply concerned that most of them obfuscate their current funding patterns and refuse to confront seriously basic
strategies for reducing their instructional costs."

Frances M. Norris
Vice President for Congressional Affairs, U.S. West. Inc., Washington, D.C.

Ms. Norris was recently named Vice President of U.S. West, Inc. in Washington. D.C. She is responsible for
advocacy before Congress of the company's cable, wireless and telephone strategies. Prior to joining U.S. West,
Ms. Norris was the Vice President of the Dutko Group in Washington. Her career in Washington includes a
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multitude of positions. including Special Assistant to President Bush for Legislative Affairs. Director of
Congressional Relations for the Office of National Drug ContrOl Policy. Assistant Secretary of Education. Deputy
Assistant Secretary of Education. Assistant to then House Reptiblican Whip. Trent Lou. and Legislative Assistant to
Congressman G.V.' Montgomery of Mississippi.

She earned her B.S. from the University of Mississippi and her M.S.L.S. from the University of Kentucky. Ms.
Norris is listed in Who's Who in America. Who's Who of American Women. Who's Who in American Politics. Who's
Who in Emerging Leaders in America. World Who's Who'ofWomen, and International Who's Who of Professional
and Business Women.

Blanche M. Touhill
Chancellor. University of Missouri at St. Louis, St. Louis. Missouri

Six years ago. Dr. Blanche M. Touhill became the Chancellor of the University of Missouri at St. Louis. Priorto
this. she served numerous other positions at the same university, including Interim Chancellor. Vice Chancellor for
Academic Affairs. Associate Vice Chancellor for Academic Affairs. Associate Dean of Faculties. and Professor of
History and Education. She has held teaching positions at three other colleges and was also a public school teacher
in New York City, St. Louis. and Montgomery County. Maryland. In addition to authoring and editing several
books. Dr. Touhill has written over 60 papers on topics ranging from Irish immigration to America. to the issues
surrounding campus extension on urban and land grant university campuses. She has also authored numerousarticles and book reviews.

Dr. Touhill received all of her degrees from Saint Louis University in St. Louis. Missouri. Her B.S. and Ph.D. are in
history and her M.A. is in geography. During her career. she has been on the boards of directors of 29 different
organizations. She has-devoted much time to the National Association of State Universities and Land-Grant
Colleges. the American Association of State Colleges and Universities. the American Council on Education and of
the Urban 13-institution grouP. Dr. Touhill has heed- honored by many organizations, including a Distinguished
Service Award from the Dr. Martin Luther King. Jr. State Celebration Commission and the Humanist of the Year
from the James F. Homback Ethical Society.

"I want to expresrmy appreciation for having been selected to be a member of this Commission. Higher Education
is a pathway to opportunity in our country and midi provide access and quality offerings to the citizenry throughits
diverse types of institutions. I am pleased that the Commission favors a national gathering approach focused on thepart -rime students in the Higher Education system."

William E. Troutt
President. Belmont University. Nashville. Tennessee
Chairman. National Commission on the Cost of Higher Education

Dr. Troutt has been President of Belmont University in Nashville. Tennessee for the last 17 years. During his
presidency. Dr. Troutt has helped Belmont increase its enrollment by 75 percent, raise the average ACT score of its
incoming students by eight points, and add to the geographic diversity of the student body. He has raised more than$100 million for the endowment and the university gained national recognition when it won the 1995 Innovative
Management Achievement Award from the National Association of College and University Business Officers.

He received his B.A. in Philosophy and Religidn from Union University, a M.A. in Higher Education and
Philosophy from the University of Louisville and a Ph.D. from Vanderbilt University in Higher Education. After
working as an admission officerat Union University. he worked as the Assistant Directorof the Tennessee Higher
Education Commission. as a Senior Associate with McManis Associates of Washington. DC. and then as ExecutiveVice President at Belmont, prior to becoming President. He was recently named one of the Nation's Most Effective
College Presidents by an Exxon Foundation Study and as one of Nashville's Most Influential Citizens.
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"Can higher education think about achieving student learning in ways other than facultty, meeting with groups of.
students at regularly scheduled times and places? Can higher education organize itself differently and ultimately
use technology both to improve quality and lower costs? Can higher education shift its' ocus from teaching to
learning and from tune served to results? The long-term challenge of managing college costs will require creative
new thinking about teaching and learning."

George W. Waldner
President. York College of Pennsylvania. York. Pennsylvania

Dr. George Weidner has. been the President of York College since 1991. leading the institution to attain national
recognition for achieving both quality and efficiency in higher education. In addition. he serves as the President of
the Board of Directors of the Historical Society of York County. and is a member of the board'of directors of the
Byrnes Health Education Center and South George Street Community Partnerihip, an urban re-development agency.
Dr. Weidner has been active in regional accreditation.,serving on evaluation committees for both the Southern
Association of Colleges and Schools and the Middle States Association.

Prior to becoming President at York. Dr. Weidner was the Vice President for Academic Affairs at Wilkes University
and Provost and Faculty Member at Ogelthorpe University, where he was honored twice as the outstanding
classroom teacher. He is the author of numerous publications and papers related to the economics and politics of
Japan as well as the economics 'of higher education. He received his A.B. from Cornell University. his M.A. and
Ph.D. from Princeton University. and is a certificate recipient from the Inter-University Center for Japanese Studies
in Advanced Written and Spoken Japanese Language.

"Colleges and universities must begin to pursue efficiency with as much fervor as they pursue quality. With
creativity and commitmeru. each institution can find ways to enhance both excellence and value in higher
education."
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COMMISSION MEETING
August 11. 1997
Washington. DC

Presentation:
The Honorable Howard P. McKeon. Member. United States Congress. California

COMMISSION MEETING
September 7-8. 1997
Washington. DC

Presentations:
The Honorable Howard P. McKeon. Member. United States Congress. California
Dr. William F. Massy. The National Center for Postsecondary Improvement. Stanford University. The Jackson Hole

Higher Education Group. Inc.

COMMISSION MEETING
October 16. 1997
Hoover Institution. Stanford University. Palo Alto. California

Presentation:
Mr. Gerhard Casper. President. Stanford University

Panel of Presidents
Dr. James L Doti. President. Chapman University
Dr. Stephen C. Morgan. President. University of LaVerne
Dr. Leo E. Chavez. Chancellor. Foothill-DeAnza Community College District
Dr. Robert L Caret. President. San Jose State University

PUBLIC HEARING
October 27. 1997
Washington. DC

Presentations:
American Association of Community Colleges

Dr. David R. Pierce. President
Dr. Robert C. Messina. President. Burlington County College

Association of Jesuit Colleges and Universities
Father James C. Caner. Si.. Chancellor. Loyola University New Orleans

Modern Language Association of America
Dr. Herbert S. Lindenberger. President

Urban 13 Institutions
Dr. Gerald L Bepko. Chancellor. Indiana University-Purdue University
Dr. Patrick M. Rooney. Special Assistant to the Vice President and Associate Professor of Economics. Indiana

University - Purdue University
Dr. Gregory M. St. L O'Brien. Chancellor. University of New Orleans

Association of American Universities
Dr. Cornelius J. Pings. President
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State Higher Education Executive Officers
Mr. J. Michael Mullen. Interim Director. State Council of Higher Education of Virginia

United States Congress
The Honorable Michael N. Castle. Delaware

American Association of University Professors
Dr. James E. Perly. President

National Association of College and Universir Business Officers
Mr. James E. Morley. Jr.. President

Committee for Economic Development
Mr. Charles M. Kolb. President

COMMISSION MEETING
November 7. 1997
Northeastern University. Boston. Massachusetts

Presentations:
Dr. Gordon C. Winston. Orrin Sage Professor of Political Economy. Williams College
Dr. Richard M. Freeland. President. Northeastern. University
Dr. Neil L. Rudenstine. President. Harvard University

Panel of Faculty Members
Dr. Phyllis W. Barren. Professor of English. Holyoke Community College
Dr. Robert L. Silbey. Professor of Chemistry. Class of '42 Professor. Missachusetts Institute of Technology
Dr. Jeffrey L. Roberts. Professor of English. Worcester. State College `
Dr. Raymond J. Starr. Theodora Stone Sutton Professor of Classics. WellesleyCollege

DISCUSSION GROUP WITH PARENTS
November 10. 1997
Hume Fogg Magnet School
Nashville. Tennessee

COMMISSION MEETING
November 17-18. 1997
Belmont University. Nashville. Tennessee

Presentations:
Dr. Terry W. Hartle. Senior Vice President for Government andPublic Affairs. American Council on Education
Mr. Arthur M. Hauptman. Consultant. Arlington. Virginia

COMMISSION MEETING
December 4. 1997
Washington. DC

REPORT RELEASE
January 21. 1998
Washington. DC
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Senator FAIRCLOTH. We will take a short recess and begin again
in about 10 minutes. Thank you.

[Recess.]
Senator FAIRCLOTH. The Committee will come to order and we

will begin with Mr. Robert Karr.
STATEMENT OF ROB KARR, VICE-PRESIDENT, GOVERNMENT

AND MEMBER RELATIONS, ILLINOIS RETAIL MERCHANTS
ASSOCIATION, CHICAGO, ILLINOIS
Mr. KARR. Senator Faircloth, thank you for the opportunity to

appear before you this morning on behalf of S. 2490, the College
Costs Savings Act. My name is Rob Karr and I am vice-president
of Government and Member Relations for the Illinois Retail Mer-
chants Association. We represent .about 23,000 member stores of all
lines and types of merchandise in Illinois, including university
bookstores, convenience stores, laundry, quick service restaurants,
and restaurants that are in and around university campuses in Illi-
nois.

Illinois has a longstanding experience with this issue. We are one
of the few States that has an act on the books that has attempted
to dissuade universities from their anti-competitive practices. What
underpins this whole issue as it is contained in S. 2490 is equal
access to the student marketplace,, and through equal access pro-
viding a competitive marketplace which benefits the students and
consumers. In the simplest terms, the benefits of competition are
taught in economics 101 but not applied in the on-campus manage-
ment of today's universities.

Illinois first established its University Retail Sales Act in 1984
in response to some universities which were attempting to monopo-
lize computer sales on their campuses. They were using their tax-
payer-provided 'superior retail sales location advantage to negotiate
discounts with computer manufacturers, discounts that were sim-
ply unavailable to anyone who did not have the location on campus
or the access to financial aid that the on-campus entities had. So
the Act was established in 1984 to address that uncompetitive
practice.

In 1989, the Act was amended again to require universities to
offer the same access to credit operations to off-campus retailers
that on-campus retailers were enjoying at the time. On-campus
stores were extending their own credit through the university's fi-
nancial offices. Therefore, an on-campus store could not offer uni-
versity-authorized or administered credit unless that credit was ex-
tended through an independent credit organization, such as Visa,
Master Card, American Express, et cetera, and available to all
competing merchants.

But the universities found yet another way to attempt to get
around that. In 1995, we had to amend Illinois' Act again, and this
was as a result of a debit card program instituted by the Univer-
sity of Illinois that was also in differing stages of implementation
at other State universities in Illinois. Students were allowed to
debit their purchases to their student ID. Those debits were then
deducted from their university-administered account. The catch
was that the students could only make their purchases and utilize
the convenience of this, debit program at the university-owned and
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operated or leased stores, not only including the bookstores, but the
restaurants, convenience stores that were on campus, and the,laun-
dries.

IRMA initiated its amendments in 1995 to attempt to address
that issue, as well. But despite repeated amendments, to the Illinois
law and what IRMA would see' as tightening of the Illinois law, it
has not always deterred taxpayer-supported universities from at-
tempting to establish a monopoly-based economy on campus, to the
detriment, we believe, of their student consumer populations and
certainly to the detriment of the entire merchant community.

Recently, it would appear that some universities, at least in Illi-
nois, are willing to go so far as to completely ignore the law. Ear-
lier this summer, it was brought to IRMA's attention that Southern
Illinois University was looking to implement a debit card program
disguised as and called a gift certificate program. IRMA imme-
diately contacted Southern Illinois University, and upon their own
internal investigation, it was discovered that university personnel
in the finance office were looking to implement the program.
Thankfully, that program has now been shelved. However, had it
not been for the early warning we received, it was quite possible
that a completely illegal program would have been implemented.

That very thing has happened at Northern Illinois University
this year. Northern Illinois University, ,despite having been a party
to the 1984, 1989, and 1995 negotiations which produced not only
the original Act but the amendments that followed, and therefore
being fully aware of the law, proceeded this year to ignore the law
and implement a debit card program called "Husky Bucks", which
seems to intentionally exclude off-campus

Senator FAIRCLOTH. Called what?
Mr. KARR. Husky Bucks. Northern Illinois Huskies is their mas-

cot, so they are called Husky Bucks. The card is only good at the
student center and in the residential halls. Northern Illinois even
advertised this program and urged students to stay on campus to
do their shopping. At first, Northern Illinois University denied the
program was functioning. Then they suggested that it was func-
tioning but it was being rolled out on a limited basis to laundry
and food locations only, supposedly to gain experience in how to
handle this type of program. This, if not a violation of the Illinois
law, is clearly outside of the spirit of previous negotiations.

Finally, Northern Illinois University claimed they sent invita-
tions to participate to everyone, but the cost was nearly $5,000 to
anyone choosing to participate, well above the cost of similar pro-
grams at other State-run universities, and it required 8 weeks to
install. The significance of this, of course, is that the on-campus lo-
cations of Northern Illinois University had theirs installed over the
summer. Most student spending takes place in, the first couple
weeks of the first semester, so they were able to instill in the stu-
dent consumers shopping patterns and essentially monopolize the
market.

What was sought under the Illinois law and was being asked for
here in S. 2490 is simply defined as fairness. If an institution of
higher learning wishes to enact a debit or credit card program,
every retailer in the market area should be given an equal oppor-
tunity to participate and on-campus retailers should have to bear

/02 7
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the same costs as off-campus retailers who choose to participate. If
off-campus retailers choose not to participate, that is their choice,
but the offering should be made.

It is IRMA's opinion that the winners will be the student con-
sumer, his or her family, and equally important, the private entre-
preneur-operated businesses around college campuses.

Finally, let me answer the question that frames this hearing
today, at least from the Illinois perspective. "Can Small Businesses
Compete With Campus Bookstores?" As we have seen in Illinois, if
given equal access, they can and do, and they not only compete,
they thrive. I am certain that the same is true in Washington as
it is in Springfield, Illinois. There are seldom opportunities to sup-
port an' initiative that positively impacts the taxpayer, student con-
sumer, and higher education without costing more money.

Passage of S. 2490 would ensure that no matter where a student
attends college, their money and any taxpayer-provided aid moneys
they receive can be maximized through a competitive market. It
would be superior to the existing Illinois law and it would have
substantial and immediate fmancial impact on any university or
college attempting to circumvent the law.

Senator Faircloth, thank you again for your time and attention
this morning. Your consideration of this much-needed legislation is
greatly appreciated, certainly on behalf of Illinois retail merchants
and most especially upon the behalfof our members. And if I might
add in closing, while we are very supportive of what you have laid
before us, we would love to see food services delineated as goods
and services as consideration of this bill takes place in the future.

Senator FAIRCLOI'H. Thank you.
[The prepared statement and attachments of Mr. Karr follow:]
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Email:

Rob Karr, Vice-President
Government & Member Relations
Illinois Retail Merchants Association

TESTIMONY:

Chairman Bond, Honorable members of the committee: thank you for the opportunity to appear
before you this morning on behalf of S. 2490 the "College Costs Savings Act".

My name is Rob Karr and I serve as Vice-President, Government & Member Relations for the
Illinois Retail Merchants Association representing over 23,000 Illinois-stores. IRMA's members
include every size and type of merchandise line including university book stores. It is on behalf
of IRMA's university book stores members as well as convenience stores, laundries and quick
service food members in near proximity of colleges and universities that I come before you
today.

Illinois has fought many legislative battles over whether, taxpayer-supported universities should
be allowed to carve out monopolies in their student centers, residential commons, and other
university-owned property. No one argues that on-campus facilities are convenient for the
student or that they have the right to exist and an obligation to provide service to students. They
are and they should. One can easily make the argument that on-campus retail facilities do have an
advantage by virtue of their location. Location battles are not issues IRMA injects itself into so
long as such locations are achieved fairly. However, advantageous location is apparently not
enough for many universities. What underpins the whole issue as contained in S. 2490, is equal
access to the student-marketplace and, through equal access, providing a competitive
marketplace which benefits the student-consumers. In the simplest terms, the benefits of
competition are taught in Economics 101 but not applied in the on-campus management of
today's universities. Illinois has dealt with this issue several times.

Illinois first established the University Retail Sales Act in 1984 as a result of computer sales.
Universities were selling computers at a substantial discount. Universities were using their
substantial location advantage, courtesy of the taxpayers, to negotiate discounts with computer
manufacturers that were not available to near-campus retailers. The Act prevented the
establishment of an on-campus retail operation selling goods and services available off-campus
unless off-campus merchants had the same opportunity to compete.

In 1989, the Act was amended to require universities to offer the same access to credit operations



to off-campus retailers that on-campus retailers had. Therefore, an on-campus store could not
offer university authorized or administered credit unless that credit was extended through an

':independent credit organization (i.e. Visa; MasterCard, AMEX, etc.) and available to all
competing merchants.

In 1995, the Act was amended again. This amendment was enacted as the result of a debit
program instituted by the University of Illinois but in differing stages of implementation at other
state universities. Students were allowed to debit their purchases to their student id. Those debits
deducted from a university administered account. The catch was that the students could only
utilize the convenience of this debit program at the university-owned and operated bookstore.
After several refusals to open the program to other interested retailers in the area, IRMA initiated
an amendment and changed the title of the Act to its current title The University Credit and
Retail Sales Act. In fairness to the University of Illinois, it should be noted that since the Act
was amended in 1995, the U of I has been most accommodating to all interested retailers.
Retailers suffer none of the harassment that is often found at other universities such as
withholding required reading lists in order to handicap the off-campus bookstores ability to order
books and fulfill student-consumer needs.

While Illinois' law was a positive step where the U of I was concerned, that is not the case at all
other taxpayer-financed Illinois institutions of higher learning. Unfortunately this law has not
always deterred taxpayer-supported universities from attempting to establish a monopoly-based
economy on campus to the detriment of their student-consumer population and the merchants
community. Recently it would appear that some universities are willing to go so far as to
completely ignore the law.

Earlier this summer, it was brought to.IRMA's attention that Southern Illinois University (SIU)
was looking to implement a debit-card program disguised as a gift certificate program. IRMA
immediately contacted SRI Upon their own internal investigation, it was discovered the
university personnel in the finance office were looking to implement the program without
consulting the President. That program has now been shelved. However, had it not been for the
early-warning IRMA received, it is quite possible that a completely illegal program would have
been implemented. That very thing has happened at Northern Illinois University (NIU).

MU, despite having been a party to the 1984, 1989 and 1995 negotiations which produced the
University Credit and Retail Sales Act and, therefore, being fully aware of the law in Illinois,
proceeded this year to ignore the law and implement a debit-card program which seems to
intentionally excluded off-campus retailers. The card was only good at the student center and in
the residential halls. MU even advertised this program and urged students to stay on campus to
do their shopping. A copy of the advertisementis enclosed for your convenience. At first MU
denied that this program was functioning. Then they suggested that it was functioning but was
being rolled-out on a limited basis to laundry and food locations only in order to gain experience.
This, if not a violation of the Illinois law, was clearly outside the spirit of previous negotiations.
Finally, NIU sent invitations to participate to everyone but the cost was nearly $5,000 - well



above similar programs at other state-run universities and it required eight weeks to install.
Furthermore, the on-campus stores had their systems installed and operating during the first
semester when students spend the most money and when shopping habits are established. It
appears that NIU's intent was to establish a' monopolized consumer market on-campus, utilizing
taxpayer dollars in violation of state law. Which brings us to why Illinois enacted its law in the
first place and why you are here today considering the legislation before you.

Monopolized markets are not good for the economy nor, most importantly, for the consumer.
Monopolized markets are not responsive to consumers needs. The consumer will inevitably pay
higher prices and suffer from limited choices. Everyone, including students, many of whom work
long and hard over the summer to help pay for college or parents with second or third jobs to put
their children through college, deserve the benefits of a competitive, free enterprise marketplace.
With the skyrocketing costs of higher education, is it fair to then alloy:, these taxpayer-financed
institutions to extract even more money from the students and Their families and disadvantage
many taxpaying merchants by creating captive consumers in a monopolized marketplace? We
think not.

Three-fourths of all student financial aid comes from the federal government. Five billion of the
taxes we pay to the federal government are utilized to help provide higher educations for the next
generation. If just one-percent, or $500 million is saved by requiring universities to practice the
competitive economics they teach on campus, students may graduate with slightly smaller debt,
parents may have slightly smaller debts, but certainly taxpayers will see their tax dollars go ,
farther.

As economies, markets, and even governments all over the world are deregulating, should
taxpayer-financed institutions of higher learning be the last bastions of anti-competitiveness?
Again, we think not. It is not fair to students, their parents or the taxpayers who finance these
institutions of higher learning and it is certainly not fair to the businesses around campus who
pay property and income taxes to help support these institutions of higher learning.

What was soughvunder Illinois law and what is being asked for here in S. 2490, is simply
defined as fairness. if an institution of higher learning wishes to enact debit or credit programs,
every retailer in the market area should be given an equal opportunity to participate and on-
campus retailers should have to bear the same costs as off -campus retailers who choose to
participate. If off-campus retailers choose not to participate, that is their choice. However, they
should be given the opportunity to participate on an equal footing with equal notice with their
on-campus or university-owned competition. The winners will be the student-consumer, his or
her family, and equally importitnt, private entrepreneur operated businesses around college
campuses.

Finally, let me answer the question that frames this hearing today: 'can small businesses compete
with campus bookstores?' As we have seen in Illinois, if given equal access they can and do.
And not only do they compete they thrive.



I am certain that the same is true in Washington as it is in Springfield, Illinois: there are seldom
opportunities to support an initiative that positively impacts the taxpayer, students and higher
education without costing more money. Passage of S. 2490 would ensure that no matter where a .
student attends college, their money and any taxpayer-provided aid monies they. receive, can be
maximized through a competitive market.. S..2490 would be superior to the existing Illinois law
in that it would have substantial and immediate financial.impact on any, university or college
attempting to circumvent the law. While the Illinois law has to some extent dissuaded
universities and colleges in Illinois from engaging in practices outside the law,. S. 2490 would
provide the immediate and effective enforcement necessary to deter those who would seek to
hold captive the student-consumer, the taxpayers, and exclude them from the economic benefits
of competition.

Thank you again for your time and attention this morning. Your consideration of this much
needed legislation is greatly appreciated and on behalf of the Illinois Retail Merchants
Association, I would be pleased to answer any questions you may have.
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110 ILCS 110/1 HIGHER EDUCATION

ACT 115. UNIVERSITY CREDIT
AND RETAIL SALES ACT

Section
115/0.01.
115/1.
115/2.

Short title.
Prohibition; exceptions.
EnforcementWwlations.

115/0.01. Short title
0.01. Short title. This Act may be cited as the Univer-

sity Credit and Retail. Sales Act.
PA 83-1333, § 0.01, added by PA 86-1324, § 1152, eft
Sept. 6, 1990. Amended by PA 89-407, § 6, eft July 1,
1996.
Formerly IILRev.Stat.1991, ch. 144, 1 251.9.

Title of Act
An Act relating to credit and fetal =lea of merchandise by or on the

property of State institutiois of higher learning. PA 83-1333, ap-
proved and eff. Sept. 7, 1984. Ilse amended by PA 89-407, ap-
proved Nov. 17,1995, eff, July 1,1996.

115/1. Prohibition; exceptions
§ 1. Prohibition; exceptions.
(a) The governing board of a State institution of higher

learning may not permit or authorize a retail stare carrying
any line of general merchandise to be operated by that
institution or to be operated on property held or leased for
the use of tbeinstitution when such an operation can reason=
ably be expected to be in competition with private retail
merchants in the community, unless the goods sold by. that
store are unavailable in quantities sufficient to meet the
reasonably expected student demand, are unavailable on a

. year round basis or were commonly sold by the institution or
on such property before January 1, 1980. The governing
board of a State institution of higher learning also may not
permit or. authorize any person to conduct a bushiest,- of
selling goods, services, or a combination thereof to the gener-
al public on property held or leased for the use of the
institution when such an operation can ressoiably be expect-
ed to be in competition with private retail merchants in the
community unless such merchants have the opgrtunity
compete for the operation of such a business on such proper=
ty. "Person" means an individual, corporation, business
trust, estate,. trust, partnership, association, cooperative; or
any other legal entity. This Act does not prohibit the sale. by
such an institution or on such property. of items 'commonly
sold by such institutions before January 1, 1980. "Commonly
sold" means exclusively those lines of prodacts cold in the
regular course of business prior to January 1, 1980... This
Act does not prohibit the saki of goods .which. are the result

. of technological advances since 1980 amid are requir' id for
assignments or classroom activities. ,. ....

(b) The governing board of a State Institution of higher
learning may not permit that institution Or a retail store
operated by that institution or operated on property held or
leased for the use of the institution to make credit sales when
the credit extended is the credit of the retail store or the
institution itself This subsection (b) does not prohibit the
retail store from maldng credit sales through an independent

credit organization not affiliated with the institution or the
retail store, such as by means of a bank or other credit card
or through the use of a debit card issued by the institution or
otherwise; so long as private retail merchants in the commu-
nity are afforded a reasonable opportunity to participate io
such debit card sales through appropriate agreements with
the institution. This subsection (b) does not prohibit the sale
on credit to students receiving financial assistance by such an
institution of textbooks, food, beverages, or educational items
required for use in classroom activities, so long as private
retail merchants in the community are afforded a reasonable
opportunity to participate in such credit sales through apps
priate agreements with the institution.
PA 83-1333, § 1, eff. Sept. 7, 1984. Amended by PA $5.
685, § 1, of Jan. 1, 1990; PA 87-683, § 1, eff. Jan. 1, 1992
PA 89-407, § 5, eff. July 1,1996.
Formerly 111.Rev.Stat.1991, ch. 144, 1 252.

115/2. EnforcementViolations
2. Enforcement; violations. Whenever the Attorney

General of this State has reason to believe that any person or
retail store operated by a State institution of higher learning
or operated on property held or leased for the use of the
institution is using, has used, or is about to use any method
act or practice in violation of this Act and that proceedings
would be in the public interest, he may bring an action in the
name of the State against any person or retail store operated
by a State institution of higher learning or operated oa
property held or leased for the use of the institution to
restrain and prevent any violation of this Act. la the
enforcement of this Act, the Attorney General may accept as
assurance of discontinuance of any act or practice deemed in
violation of this Act from any person or retail store operated
by a State -institution of higher learning or operated m
property held or leased for the use of the institution engag-
ing in, or that has engaged in, that act or practice. Failure

to perform the terms of any such assurance constitutes prima
fade proof of a violation of this Act
PA 83-1333, § 2, added by PA 87-683, § 1, elf ha. 1.
1992. Amended by PA 89-407, § 5, eff. July 1, 15%
Formerly Mitev.Stat.1991, ch. 144, 1 253.

BESTCOPYAVAI
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-A( Northern Illinois
University ignores low

by Vim PreskineirlOwyroment Wain,. Rob Kan
Apparently. ivory towers are above the law...at
least those oftiorthein IllinoisUnivensity(NIU).
In 1996, the State of Minds negotiated the
University Credit and Retail Sales. Act with
every State univensity, including NIU. Among
other things; the law prevents universities from
establishing exclusive credit or debit card rela-
tionships with their students for use at on-
campus retailers while eitcluding off-Campus
merchants from access to these cords. The Act
ensues that taxpayerdollars are not being used
to unfairly compete with the private Sector; al-
lowsaludents at these universities toshop wher-
ever they prefer, and protects the free market.
This prelatical of the free market, and allowing
students the widest possible access to it, &Mao
thestudentbyholdingdowncostsonanynumber
of items and services from food and clothes to
books and laundry.The costsofsendingstudents
to college are high enough without being held
hostage toe monopolized marketplace.

For a timely example of just such a monopoly.
look at NIU, which established a pre-paid debit
raid prograin called !Husky Balm' By aeating

NIU helped negotiate the very
law it broke, which prohibits

debitIcredit arrangements that
exclude off -campus merchants.

a University payment vehicle, the school is offer-
ing an easy, secure way for students to handle
everyday expenses withoutcanying alot dash,
and for parents to know the money is being spent
on just these essentials. When IRMA inquired
about the summit, we were told Rotas in a pilot
stage and was only for food establishments and
laundry services. NIU further claimed that ev-
ayone-on and of campus-would be offered the
same right to participate in the program at the
same time. Apparently they took as for fools.

NIU has completely ignored State law. The
reality is that `Husky Bucks" are only good at
ors-campus fixed service and laundry operations
because the program was not initially offered to
off-cainpus competitors. When IRMA asked for
details, NIU switched gears and stated it would
cost almost $5,000 for off-campus retailers to
participate, and would take nearly eight weeks
to establish the links to participate. Since the
vast majority ofstudent spending takes place in
the first semester and student shopping pat-
terns will be set by then, NIU's actions have
served to deny its students-NIU's customers-
the benefits of competition.

Without so much as a second thought, MU has
abused taxpayer monies and broken a state law
it well knew existed since the University itself
helped negotiate the regulation. '!he school's
actions have brought into question the moral
integrity of Illinois' state-run university system
and oiler fiirther proof that the competitive mar-
ketplace must be vigilantly protected from the
encroaclunent of those who would seek to make
=sum= captive and disadvantage Mc-paying
private retailers on and near campuses. IRMA
will updateyou on the outconse ofthis egregious
violation of state law as events unfold--

/ 3
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Senator FAIRCLOTH. Mr. Samu.

STATEMENT OF ANTHONY SAMU, PRESIDENT, UNITED STATES
STUDENT ASSOCIATION, WASHINGTON, D.C.

Mr. SAMU. Mr. Chairman, thank you for, inviting me to give the
student perspective on affordability of bookstore textbooks. My
name is Anthony Sarnu. I am the president of the United States--
Student Association.- As a membership-elected official, I speak on
behalf of 3.5 million students at ,350 member campuses nationwide.

The primary concern of our student membership surrounds ac-
cess to, education. .The 'rising cost of college and increasing levels
of debt pose severe limits on accessing education today. We have
seen record levels in- tuition and record levels in student, indebted-
ness, and this brings up general concerns of what direction college
affordability is taking.

To _give a bit of personal experience and kind of the climate on
most college campuses today, there has been a development in a
number of ways to ease attending classes and to get financial aid
and finances together. These developments or innovations have
gone through a number of stages.

One that I personally experienced was on-line registration, sim-
plifying, making it easier for students to get into their classes.

The next one was automatic deposit, which really took financial
aid and paid off the university bill and now has moved into direct
deposit into personal accounts for many college students.

But now the last one is a creative new way that most colleges
and universities are undertaking and that is with respect to college
bookstores, but we do not believe that this was the most well-
thought-out way of buying textbooks, and now this brings up our
concerns.

In my own experience at a financial aid office, which was my
work-study job during my 4 years at college in obtaining my under-
graduate degree, for myself and many other students who worked
while on campus, it developed an interesting system where we
were subjected to getting to the college bookstore late, which was .

the on-campus bookstore,, which meant, as a result, there were no
used books left and the prices that we were expected to pay were
pretty much at record levels.

Fortunately enough for my universityI attended the University
of ColoradoI had the opportunity to go to an off-campus bookstore
and seek out those more affordable used book prices or just afford-
able even new textbook prices. This affordability and this luxury is
not being afforded to the rest of my membership and the rest of
the students throughout the Nation. In different scenarios, stu-
dents are being subjected to paying full price or they are paying ex-
orbitant prices, well beyond market value.

What we have to deal with now, though, is kind of balancing in-
novation and affordability. We do feel it is important toand let
me just state that there is an importance of preservation of stu-
dents' privacy, and as a membership-driven organization represent-
ing the students, we definitely want to preserve the utmost pri-
vacy. But in dealing with that, also, we want to open up the cam-
pus so that we can have the most affordable ways of cutting the
costs for students today.

13.5
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Most students really have no choice in the tuition they pay, and
by Congress' initiative, that is also being taken into consideration.
But dealing with textbooks, students are developing innovative and
creative ways of trying to get around the high prices.

During the drop-add period, many students, as a result, are hav-
ing to decide whether they can even take a class or not or take
classes together. What I mean by that is what I was able to do was
go to the college bookstore and priced out the textbooks, and just
seeing the sheer cost of them, which, on average, is about $568 a
year, it really forced me as a student on financial aid, receiving the
maximum Pell grant, to decide whether I could take all those
science classes or whether I could take all those humanity classes
together. ,

A good example that I faced was deciding whether I could take
chemistry, the general lecture class, and the lab together. With
book prices in the neighborhood of $100 per textbook, it really de-
cides whether a student can truly gain access to that classroom.

The other creative ways that many of my counterparts have
taken is to look in their college bookstores or to look at their public
libraries on their campuses and decide if they can just check out
their textbook as time permits.. For many students, though, this
does not give them the best opportunity to really be- a student
while on campus.

The other ways of dealing with this is coming through buying it
on credit cards or going shopping at neighboring bookstores. Espe-
cially after a college and university divides up the loan check and
the money, left over is enough just to pay rent, or to pay just for
the food, it really presents a situation where students decide, OK,
it is time to decide that I cannot buy all the books for one class
or I cannot buy all the supplies that I need.

So what we are asking today is that college bookstores really
open up their relationship with the community, really develop a
system that is mutually beneficial for both the students, the local
surrounding community, and the university in and of itself. We do
not believe that creation of monopolies on college campuses today
is a benefit for college students.

The other thing, though, is in balancing this innovation and bal-
ancing the affordability for college students, we really need to look
at the fact that, yes, with innovation, we can simplify a student's
life or we can cut down on the lines. But if inevitably that student
is paying $200 to $300 more each semester, that is going to result
in that student not taking certain classes, not graduating on time,
and not being able to really fully develop themselves as a college
student.

I thank you for your attention today in this and we hope that in
the future we can present more student testimony. We have set up
through our membership a way of students addressing these con-
cerns and writing letters on their own personal experience, and es-
pecially in this time, this fall time, our membership and myself and
others at my office will be going onto college campuses and finding
out what their latest experiences are. Thank you.

Senator Flurtmani. Thank you, Mr. Samu.
[The prepared statement of Mr. Samu follows:]
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President
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Testimony of Anthony Samu,
President, United States Student Association

Committee on Small Business
United States Senate
September 24,1998

Mr. Chairman, thank you for, inviting me to give the student perspective on
the affordability of bookstore textbooks. My name is Anthony Samu and I am
the President of the United States Student Association. As a membership ,

elected official, I speak on behalf of the '3.5 million students at 350 campuses
nationwide.

The primary concerns of our student membership surround access to
education. The rising costs of college and the increasing levels of debt pose
severe limits on access for students. The questions surrounding the
affordability of education do not end with tuition, room and board. Students
have to pay for an entire array of other expenses ranging from transportation
to their respective schools to personal items or even printing their final
papers.

Immediately when a students arrives on campus most of their loan check is
absorbed through the cost of attendance. First, four percent of the check is
taken by the lender in origination fees. Then, the first semester's tuition,
room and board is taken along with administrative fees for processing. At
this point, students have already had to pay for transportation to their
respective

college or university and buy personal items. Once classes begin, students
must buy their books with their much depleted financial aid funds.

After tuition and room and board, students pay their largest bills to their
bookstore. That bill does not just come once a year. Every semester students
pay huge amounts for books to stay competitive in their classes. According to
a 1998 study done by the National Association of College Stores, each student
spends $568.00 on average for textbooks to their campus bookstores with
$373.18 of that money spent on text books. New textbooks are not the only
expensive books. Used textbooks, which bookstores do not always have
enough of and which are bought first, are also expensive. New textbooks are
often the only ones left to buy for students who are waiting on their student
loans to buy their books.

There are alternatives to paying for their books. One is the use of credit cards
or taking out extra loans. The second involves using alternative methods of
studying rather than actually buying your books.
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With the increasing cost of college and the increasing ease for students to get
credit cards, credit cards are often used to buy books. Especially after a college
or university divides a student's loan check, the money left over is often not
enough to pay for books leaving credit cards as the only alternative. With
low-paying jobs and few hours to work, students accrue more and more debt
because it is so difficult for them to pay down the debt.

An alternative to credit cards is taking out other loans to cover the extra costs
that students do not account for and that initial student loans do not cover.
According to a 1998 General Accounting Office. Report on Higher Education,
"Students Have Increased Borrowing and Working to Help Pay Higher
Tuitions," in 1995-96 students at public 4-year institutions borrowed on
average $11,554 and students at private 4-year institutions borrowed on
average $15,559.

Students also use other methods to avoid accruing more loans and credit
cards in buying their books, but those methods do not actually involve buying
your books. Students who can not afford to buy their books will often just use
the-books available in the library, thus sharing them with the rest of the
college or university. Students will share books with other students again
limiting their studying and thus their learning. Considering how much
students, especially low-income students, work now while in college, having
to share books or use the library limits when they can study even more, thus
limiting when they have access to the books either in the library or shared.
The last method student's use to avoid paying such high bookstore bills is
simply not buying their books and hoping that going to class will be enough
to compete.

Using the library, sharing books or not even buying books because textbooks
are not affordable limits access to education for the lowest income students.
When students consider rent and food or books, the decision is obvious. The
exorbitant costs of textbooks also limits which classes students will take. Math
and science classes, especially with their lab costs, often require the most
expensive books. Having extra lab costs and expensive textbooks that are
updated often making the used books difficult to use deter students who are
stretching their means to begin with from taking those classes.

USSA is dedicated through our membership's dedication to increasing access
to education. One method of increasing access to education surrounds the
affordability of college. The high prices students face in the bookstore is a
major limitation to that access. The high prices in the bookstore not only act
as an initial deterrence as students plan their budgets, but also when lower-
income students find means to use textbooks outside of actually buying them.
A low-income students access to the learning process should not be limited by
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their ability to buy textbooks for their classes. Considering the amount of loan
debt most students have upon leaving school, if means exist to alleviate the
burden of debt on students, we wish to explore them.

Students need to see lower costs for their textbooks through whatever means
necessary. Students believe in a level playing field if that competition means
lower costs on their textbooks.

Thank you for giving me this opportunity to share student's concerns on the
high costs of learning.
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Senator FAIRCLOTH. Mr. Gray, as I understand this, now, the col-
lege issues a credit card to the student. The student borrows X dol-
lars from the Federal Government or an agency and this goes to
the college?

Mr. GRAY. That is correct; Senator Faircloth.
Senator. FAIRCLOTH. And then the college issues a debit card or

it is really a debit card because they already have the money. If
they do not, they issue this card in anticipation of the student get-
ting the money and this card can be used only at a university- or
college-controlled facility?

Mr. GRAY. That is exactly right, Senator Faircloth.
Senator FAIRCLOTH. Anybody can answer this that wants to, but

do the colleges and universities give any reason for this other than
they make more money?

Mr. KARR. If I might, Senator, they
Senator FAIRCLOTH. I mean, they must have a euphemism.
Mr. KARR. Well, we have heard all sorts of things in our time in

Illinois with why they do this. At one time, somebody went so far
as to suggest it was for the safety of the students because it was
unsafe to go off campus. Well, if you have ever been in Champaign,
Illinois, where the University of Illinois is, the whole town is the
university. it is ludicrous to-suggest-that.

Senator FAIRCLOTH. But they stay absolutely confined to cam-
pus?

Mr. KARR. I am sorry?
Senator FAIRCLOTH. The students are confined to the campus,

never can leave?
Mr. KARR. Well, yes.
[Laughter.]
Mr. KARR. But other excuses, other terms have been used to sug-

gest as to why. The Department of Education has been used as a
cover at certain times. The Regulation E under credit privacy has
been used at certain times as an excuse. They use a variety of

Senator FAIRCLOTH. Tell me how privacy comes into it.
Mr. KARR. Tell you how privacy comes into it?
Senator FAIRCLOTH. Yes. I heard somebody, maybe Mr. Samu or

somebody mentioned, to protect the privacy of the student.
Mr. GILLETTE. I mentioned that. At Iowa State University, when

they talk about the privacy, they withhold student information,
whether it is home addresses or on-campus addresses. Part of the
reason, when we were trying to become a part of their student
charge program, the university said, "Well, we cannot make you
. . ." they gave us two reasons why they would not allow an off-
campus bookstore to participate in the charge program.

One was they did not want to carry credit for the store, which
is understandable. We were not asking the institution to do that.
We would have carried our own credit.

But the second was that, in some way, the off-campus retailer
would have access to priVate student information, whether it was
these home addresses or the on--campus addresses that the univer-
sity maintains.

Senator FAIRCLOTH. Do students not own telephones and that
sort of thing where their addresses are somewhat available?
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Mr. GILLETTE. That is correct. That is the thing that seemed lu-
dicrous to us at the time. And so the privacy issue, it was one that
we never fully understood, frankly. I think they used that as a rea-
son why they did not want us to participate in the program.

Senator FAIRCLOTH. The University of Iowa is where?
Mr. GILLETTE. The University of Iowa is in Iowa City and Iowa

State University is in Ames, Iowa.
Senator FAIRCLOTH. Iowa City, that is the Hoover Museum?
Mr. GILLETTE. That is correct. That is correct.
Senator FAIRCLOTH. OK.
Mr. GRAY. Senator Faircloth, if I may answer that question.
Senator FAIRCLOTH. To go back to the reason we are doing this,

that they do not let you use this off-campus is to protect the stu-
dent from getting into big trouble getting off campus, and that
would be a big problem in Iowa City, I am sure.

Mr. GILLETTE. Oh, yes. It is a very dangerous city.
[Laughter.]
Senator FAIRCLOTH. Go ahead, Mr. Gray.
Mr. GRAY. Senator Faircloth, among the other reasons that we

hear from the university is that they do not have to and/or they
do not want to, as- far as allowing off-campus businesses to partici-
pate with the debit cards or accept vouchers from students.

Senator FAIRCLOTH. Those are two good reasons I can under-
stand, do not want to or do not have to.

Mr. GRAY. Right.
Senator FAIRCLOTH. That maximizes the profit of the college or

the university.
Mr. GRAY. Absolutely.
Mr. SAMU. Senator, one thing to just bring up about the privacy

concerns, most college campuses today do sell their student enroll-
ment lists and they sell that as a direct mailing list so thatjust
so that is understood: Most college campuses, they sell that to a
number of marketing agencies or they sell it for direct mail solicita-
tion. And so that is. something that is kind of a practice that hap-
pens currently, and that is not something that we necessarily have
a position on one way or the other.

The thing with which we do have a concern and why we brought
up the privacy issue is that if, like, .course enrollment of a student,
what classes they were taking, where they would be at a given
point in time, those are covered under the Privacy Act that are
more of our concern. But when

Senator FAIRCLOTH. Mr. Samu, say that again slower. Maybe I
did not understand it.

Mr. SAMU. I am sorry. Currently the' first part or the second
part of it?

Senator FAIRCLOTH. What classes they are in.
Mr. SAMU. That would be considered under the Privacy Act be-

cause of the fact that, currently, this has happened through safety
concerns, of a fleeing spouse from a domestic abuse situation,
where they would not want to give out that information openly of
where that student would be at a given point in time on a college
campus. So those are the privacy concerns we have.

But the other practice of just basic enrollment and the student
being on that campus, that is already given out. It is interesting,

141
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though, that in this situation, what a university is doing is they
are saying, oh, well, we are not giving it to the immediate sur-
rounding bookstores, which really is a concern, because if they are
making this as a policy, it is not truly a policy. They are doing it
in hit or miss of whether it is going to benefit them, because if they
sell it to the credit card company, they make money from that.

Senator FAIRCLOTH. OK. It sounds like a pretty goisamer facade.
These are not kindergartens you are operating here.

Why is it a Federal issue, not a State? Why have the States not
moved in on this? You know, everything winds up in Washington
as a Federal issue. Why has not Iowa, Illinois, North Carolina, and
where are you from, Mr. Samu?

Mr. SAMu. Colorado.
Senator FAIRCLOTH [continuing]. And Colorado moved in on it?

Or is it easier to bring it here than it is to go to Raleigh now? Tell
me.

Mr. GRAY. Senator Faircloth, States have tried to address this on
an individual basis. Some have had success, some have not. The
reason we brought it to. Washington is the fiduciary role of .the
DOE administering those funds. Pretty much what is happening is
the colleges are saying thator. the DOE is saying it is not their
responsibility once the universities receive those funds.

Senator FAIRcLont Who is saying it is not their responsibility?
Mr. GRAY. The Department of Education.
Senator FAIRCLOTH. Through the States ?.
Mr. GRAY. I am sorry?
Senator FAIRCLOTH. What Department of Education?
Mr. GRAY. The Federal Department of Education. Once it dis-

burses the grant moneys to the States, the way they see it, as I
have interpreted their role, is they have done what they are sup-
posed to do.

Senator FAmaiont The Department of Education says once they
disburse it to the universities, it is no longer their concern.

Mr. GRAY. Right. They are doneexcept for some regulatory and
accounting duties not really relevant to this hearing.

Senator FAIRCLOTH. They are done with it?
Mr. GRAY. Correct.
Senator FAIRCLOTH. What if the university wanted to use it to

open a nightclub? Would they be done with it?
Mr. GiuzirrE. That is a great question. Increasingly, financial

aid dollars go directly to the university and the university acts as
the holding entity for those financial aid dollars.

Senator FAIRCLOTH. I mean, what I am saying is being ludicrous,
but if the university wanted to waste the money, would they be
done with it? Would that be the end of it, if the university has total
carte blanche to spend it in any way they see fit or care?

Mr. GRAY. Senator Faircloth, let me clarify a little bit if I could,
please. When I say once the DOE sends those moneys out, they are
sent to the universities to the students, forwarded to the students
at the universities. So, in other words, those funds are earmarked
for students at the various college campuses around the country.

Senator FAIRCLOTH. Mr. Gray, let me ask you, and I direct this
question to Mr.. Gray because, being a North Carolinian, I am more
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familiar with the universities. Do all 16 campuses of the university
have this same policy?

Mr. GRAY. Yes, sir.
Senator FAIRCLOTH. The policy of not allowing off-campus use of

the money?
Mr. GRAY. That is correct. Currently, in North Carolina, we have

four of the State universities that have debit cards that they do not
allow any access by off-campus vendors, and currently, none of the
off-campus vendors are allowed to accept vouchers from students
who receive Federal moneys.

Senator FAIRCLOTH. I am a student at the University of North
Carolina at Charlotte. I have this Pell grant money, whatever. It
has gone to the university; I can buy my books for $25 apiece. I
found somebody downtown that will sell, me the exact book for $25.
The bookstore wants $100 for the same book. Can I not go to the
bursar's office of the university and say, I want $100 of my money
to go buy my four books? What would they say?

Mr. GRAY. Senator Faircloth, in essence they don't do business
that way. What would happen

Senator FAIRCLOTH. What would be their reasoning?
Mr. GRAY. Because that is not the way they do it. Pretty much

-what happens _is those_ funds_ are put into an account for the stu-
dent. They will issue you a voucher and you have to shop the on-
campus vendors. They will not allow you to go off -campus to pur-
chase your materials. The Department of Education says it's vol-
untary for the studentbut that is a joke! Students are basically
duped.

Senator FAIRCLOTH. Well, there is no real reason. The other rea-
sons you gave were nonexistent. It simply maintains a monopoly of
shopping for the university and adds to the institution's profits.

Mr. GRAY. That is the way it works, Senator.
Senator FAIRCLOTH. I was surprised at the Department of Edu-

cation. What did they say in their affidavit? The Department of
Education says that they do not restrict but they have no authority
to say anything to the various recipients of the money.

It would appear, unless there is something that I am totally
missing, and I am going to try to pursue it, that there simply is
a matter of having' a monopoly and not having one. Anybody in
business would like to have a monopoly. They are very convenient.

Would you like to say something, Mr. Karr?
Mr. KARR. If I might, just very briefly. You mentioned, Senator

Faircloth, you called your nightclub example ludicrous. While it
might not have happened yet, I am not sure I would characterize
it as ludicrous.

Senator. FAIRCLOTH. I am saying that if the Department is say-
ing, you are taking this something holier-than-thou, we do not
know anymore, we have sent it to the university and how they han-
dle it, we do not get involved in, what if they were grossly discrimi-
nating?

Mr. KARR. Well, that is correct, and this goes to the reason I
wanted to interject very quickly here, was that while the United
States Department of Educationthat is why we are here today.
We have tried in Illinois' to address this issue on our own, and to
a certain extent, we have been successful. However, there are ex-
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ceptions to that and I painted several where the universities have
still tried to get around the State law, citing the United States De-
partment of Education, and the United States Department of Edu-
cation says the following, that they have a fiduciary responsibility
to hand the money off.

While on the one hand they say, then, as Mr. Gray stated, that
once we hand it off, it is up to the universities what they do with
it, the universities have gone back to the Department of Education
for a cover, if you will, for their attempts to establish monopolies.
The United States Department of Education says that they cannot
give information or allow access to off-campus merchants. They
say, however, the United States Department of Education says that
on-campus merchants are not affiliated for the DOE's purposes
with the campus, but they allow the campus to provide information
to the on-campus retailer. So they have a different standard.

Senator FAIRCLOTH. The on-campus retailer is not affiliated with
the university.

Mr. KARR. Correct.
Senator FAIRCLOTH. All right. What if an on-campus retailer de-

cided to relocate across the street, off the campus? What would
happen to him then?

Mr. KARR. In many situations, I am certain that he or she might
very wellI would suggest to the retailer that they reconsider mov-
ing because they are giving up a substantial location and they are
removing themselves from essentially a monopoly market.

Senator -FAIRCLOTH. The retailer probably pays rent to the uni-
versity or to the college as a percentage .of sales.

Mr. KARR. Mr. Gray might be able to handle that differently, or
Mr. Gillette.

Mr. GRAY. Senator Faircloth, typically, that is how the leases are
structured.

Mr. GILLETTE. At Iowa State University, the university owns and
operates the on-campus store.

Senator FAIRCLOTH. There is not a lot of difference between pay-
ing a percentage and owning and operating.

Mr. GILLETTE. That is exactly right, and that store sells every-
thing that our store does, including t-shirts and toothpaste and
what have you.

Senator FAIRCLOTH. Are you asking for, in this you say book-
stores, but these off-campus stores that sell other things other than
we have talked about, books, but, I mean, toothpaste and note-
books, or are you asking for just books?

Mr. GILLETTE. I think there is maybe a fundamental question
that universities and State governments and possibly even the Fed-
eral Government should ask about when does government enter
the business sector to provide things. The administration at Iowa
State University will tell you that they own and operate a univer-
sity bookstore because they are filling some sort of educational
need. I am not going to split hairs discussing with them what an
educational need is or is not.

What we are simply asking is if a university or a government en-
ters into a business, that they should be held to the same .level that
private business is, and that isI guess, in simple terms, if the
university owns a bookstore and operates a bookstore like they do
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at Iowa State, that that bookstore, the information that that book-
store is privy to, the programs that that bookstore is able to imple-
ment, that the off-campus retailers be allowed to do the same
thing. If the on-campus university bookstore mails an advertise-
ment to students at an address that we do not have, then we
should have access to the same list.

Senator FAIRCLOTH. I thought somebody just said they sold the
list.

Mr. GILLETTE. Not at Iowa State University. They will not allow
us to have that list.

And there is one thing, if you do not mind, there is another very
crucial part of what has happened at Iowa State over the years,
and to a certain degree at the University of Iowa, where, from time
to time the university will withhold information, whether it is text-
book lists, like you mentioned, or course materials that the univer-
sity actually is the supplier of.

Professors will turn in outlines for the semester, additional read-
ings that are not found in the textbooks that are assigned. The stu-
dents will have to buy these materials just like they have to buy
the textbooks. The university acts as the supplier. They compile
this information and produce it. They will give it to the university-
run bookstore. They will not provide it to our store or all of them
to our store, which makes it a very huge competitive disadvantage
to us. If a student has to buy a textbook and these course mate-
rials, chances are they are going to go to the store that offers both
of them. What we are saying, the university is the supplier and
they own a bookstore. That bookstore should have the same rights
and so should the off-campus store.

Senator FAIRCLOTH. I have to wonder what percentage of profit,
operating profit, that the bookstores provide to the average univer-
sity.

Mr. GILLETTE. This is a real interesting question at Iowa State
University. It is almost impossible for us to figure that out because
the university is in a union building that is an on-campus facility
that is held by a foundation of Iowa State. It is difficult for us to
get the records on what they pay in rent.

Second, some of the funds that are brought in in revenue to the
store are split between various accounts, so there is not one line
item in the university budget for the university bookstore.

Senator FAIRCLOTH. If a university foundation owns the building,
the university owns the foundation.

Mr. GILLETTE. That is right. As I say, it just
Senator FAIRCLOTH. So they are routing the money around in a

circle.
Mr. GILLETTE. That is exactly what they are doing, and so it is

very hard for us to sit down and not have that knowledge. Now,
I cannot believe that they are running a business and there is not
some sort of a record of revenue and expenses for that store, but
to date, we have not been able to find that.

Senator FAIRCLOTH. I can assure you, there are a lot of busi-
nesses run that do not want too many records.

Mr. GILLETTE. That is true.
Senator FAIRCLOTH. We are going to have to close the meeting.

I think we have probably created more questions than we have an-
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swered here this morning. I think these monopolies, and that is
what they are, are not serving beneficially the private sector nor
the students nor their parents or guardians, whoever is supplying
the money.

I can assure you, John and others, that I am going to pursue it
and we are going to maybe have all the hearings and we are going
to get some universities to come and explain their position and the
real reason for doing this, which I am sure is not a monopolistic
profit-generating entity on the campus. I am sure we will get an-
other reason, and we would like for them to come and tell us.

I would like to include in the record a statement submitted by
Richard C. Yount on behalf of Loupots Bookstores of Houston, Inc.

I would also like to include in the record a statement from Daniel
Lieberman, founder and partner of Dynamic Student Services in
Pennsylvania.

[The prepared statements of Mr. Yount and Mr. Lieberman have
been included in the section entitled "Comments for the Record":]

Senator FAIRCLOTH. Thank you so much. The meeting is ad-
journed.

[Whereupon, at 11:27 a.m., the Committee was adjourned.]
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Re: Addition to Testimony, September 24,.1998 Hearing, Campus Area Small
Business Alliance

Dear Karen:

The Department of Education ("DoE") has ultimate responsibility to act as the fiduciary
of federal aid to college students. As all fiduciary duties of whatever kind, they
constitute a momentous trusteeship of someone else's money. In the case of DoE, the
staggering $60 Billion in taxpayer funds makes its position of trust with public money
even more deserving of public scrutiny and accountability. Congress and the DoE are
failing in their respective responsibilities: trusteeship'by the DoE and oversight by
Congress.

With skyrocketing college costs a "college cost crisis"' the integrity of the financial
aid disbursement process to students who are the SOLE beneficiaries of that aid is
vital. I have enclosed one original each of full-page ads placed in the Washington Post
Weekly, August 17 and 24, 1998 highlighting the DoE's failings.

With warm regards. I remain

Most sincerely yours

c3r Ck r 11,0.,0J6
Jo -Pautde Bernardo, Counsel
Campus Area Small Business Alliance
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The Congressional Commission on the Cost of Higher Education, 1908 Report, "Straight Talk About
College Costs and Prices," page 2.
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Needy Students Isn't Enough

for the Department of Education

it

U.S. Department of Education Secretary Richard Riley

It Robs Hundreds of $Millions from Parents,
Small Businesses and Taxpayers Every Year!
The Department of Education is a "public trust" for over $50 BILLION annually in student aid for 9 million
students. Yet, using federal financial aid money, it invites universities to monopolize the college bookstore

trade and crush competition. It drives all kinds of campus-area small businesses out of business. All across
America It drives up student costs and eliminates: student choice. This is the Department's record. These are

the facts. It's shameful. So much for a "public trust!"
Congress just boosted the amount of financial aid money. But Congress ignored the Department's approval

of "on-campus only" spending of millions in financial aid at on-campus business-like enterprises.
Democratic Senator Robert Byrd called the Department's record a "catastrophe". He's right. There's no

polite way to say it. A mere 1% savings through campus-area competition saves $500 MILLION!
CASBA, The Campus Area Small Business Alliance says: "Support competition in the campus-area

marketplace. End the overcharging of students and the abuse of student aid!"

Support Senator Faircloth's Effort to End Needless Looting
of College Students, Parents, Small Businesses & Taxpayers!

CASBA, One Twelve'Tryon Plaza, Suite 1010, Charlotte, NC 28284 (704) 372-3333
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WARNING!
COLLEGE COST RIP-OFF

The U.S. Department of Education
Is Robbing Hundreds of $Millions from Students,

Parents, Small Businesses, & Taxpayers Every Year!
Higher college costs are Inevitable. Artificially higher college costs are not. The U.S. Department of Education has

embraced a national policy that drives up college costs and rips-off college students. Who else bears the burden, pays
the costs, and funds this bureaucratic waste? You do. You are a victim too..

No one should be surprised that 80% of Americans think colleges are `profit - making businesses° according to a
1998 report by the American Council on Education. A 1998 Congressional Commission on the Cost of Higher Education
reports that we have a "college cost and price crisis,' and that colleges are not serious about reducing costs.

The U.S. Department of Education is, In part, directly responsible. It Is part of the problem, not part of the solution,
for millions of students - and their parents - who struggle to afford higher education. Every day the Department
buttresses an EDUBUSINESS Empire overcharging millions of students, parents, small businesses, and taxpayers. The
Department .doles.out $50 Billion annually in the name of financial aid to help needy students, but much of that largess is
channeled toward special-Interest, on-campus, for-profit enterprises with government-aided monopolistic power.

Lower cost off -campus bookstores and other small businesses are shut out. Competition is abolished. Student
choice is eliminated. Much higher student costs are the result. FeW benefit and many are hurt. Even a 1% savings with
competition saves $500 Million! We need a Department of Education that is pro-student, not pro-profiteering. We need
more book for the buck. To Congress and Education Secretary Riley, we say---Stop ripping us off!'

SUPPORT SENATOR FAIRCLOTH
AND THE SENATE SMALL BUSINESS COMMITTEE.

Call your U.S. Representative and Senators, at (202) 224-3121
Sponsored by the Campus Area Small Business Alliance (CASBA). National Headquarters: One Timbre Tryon Plaza, Suite 1010,

Charlotte, NC 28284 (704) 372-3333, FAX (704) 372-3338, E-mall: deBemaniolaysemsn.com.
WEBS7TE ynwr.thealamolicorn/CASBA_Index-htm.

BESTCOPYAVAILABLE



14?

UNFAIR BUSINESS PRACTICES OF
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Members, United States Senate
Members, United States House of Representatives
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United States Student Association
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Prepared by Daniel Lieberman
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Founder & Partner, Dynamic Student Services

September 12, 1998
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Daniel A. Lieberman
Dynamic Student Services
@West Chester University of PennsYlvania
20 Linden St
West Chester PA 19382
(610)-692-8030
(610)-692-4501 fax
dynamic@dca.net

To view this.document on the world wide web visit the DSS Web site
DSS Web Site: www.lgr.com/clients/dss

© Daniel Lieberman. Restricted Rights apply.
This document represents the facts surrounding Daniel Lieberman's ventures in the textbook industry and his relations
with Pennsylvania Universities. This document is a publication created by and represented by Daniel Lieberman, not by
any other party or affiliation thereof. This document does not represent the legal opinions, nor any opinions of Dynamic
Student Services; its partners, or agents of. The information contained in this publication represents the accounts,
beliefs, and facts as they are presented by Daniel Lieberman to the best of his recollections, knowledge and the best of
his ability. The information in this publication is not intended to damage any party and is solely meant as a lobbying tool.



149

PREFACE

This document catalogues many of the unfair business practices that have occurred and
continue to occur in Pennsylvania by some of the Commonwealth owned University's and their
auxiliary service corporations. It is intended to provide readers with an insight into the lengths at
which Pennsylvania Universities and Universities across the country will travel to prevent their
students from walking off campus to enjoy competition, lower prices, and improved service. These
activities are costing students, taxpayers, and our government hundreds of millions of dollars per
year in extra costs. We urge you to read this document and to support the creation of Federal and
State legislation to make the Campus Marketplace an open environment that promotes evenhanded
competition and fairness for the private sector. This will lower the cost of higher education for
students, families, and all taxpayers.

'This document originated in 1997 and has catalogued many events over the past two years. In June 1997,
the Dynamic Student Services bookstore at Millersville University of Pennsylvania was forced out of business. We
believe that the University and the non profit auxiliary corporation that it controls, Student Services Inc. are
responsible for driving DSS from the Millersville University local marketplace through unfair and monopolistic
business practices. Withholding of textbook order information coupled with the denial of access to students who
receive financial aid enabled the University and it's nonprofit to regain it's foothold on all student business. This
behavior by the University has also ensured that no competition can exist in the future. The students and the
taxpayers will now pay the price. Many of the issues presented in this document were contributing factors to DSS
being forced out of that marketplace, where students no longer have choices. Although the events described within
are specific to Pennsylvania and Dynamic Student Services; they provide an excellent microcosm for the issues
and events that continue to plague students and off campus bookstores across the entire country, affecting over
9,000,000 students, at 7000 colleges. Over 50 billion dollars of aid provided by all taxpayers is at stake. By
promoting competition, our government can help students decrease the amount of funding that is necessary to
subsidize their needs. A mere 1% savings in textbook and supply costs could net over 500 million dollars savings!
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Introduction and Background Information

DSS is a chain of three college textbook stores located in Southeastern
Pennsylvania. These stores specialize in new and used discounted textbooks backed by
a lowest price guarantee. In addition to required university course materials, all Dynamic
Bookstores provide discounted school supplies as well as student oriented-services.
These stores are located at West Chester University of PA (WCU), Millersville
University of PA (MU), and Cheyney University of PA (CU). At WCU and MU, the
Dynamic Bookstores serve as off-campus, competing, alternatives to the on-campus
university bookstores. The Dynamic Bookstore at CU is a contracted, on campus
bookstore.

* In June 1998 the store at Millersville University was run out of business by Millersville University and
it's non profit corporation. (Sept 12 Addendum)

On-campus bookstores that compete with DSS at MU and WCU are operated by a
501.3c non-profit company called Student Services, Incorporated. Although both on-
campus stores share the same name at their respective universities, they are separate
companies referred to as WCU-SSI and MU-SSI. These SSI corporations claim to be
independent companies unaffiliated with each university.

WCU, MU, and CU are members of the. State System of Higher Education (SSHE),
a' grouping of 14 public, state-funded institutions all of whom are subject to the
standards rules, and regulations of the SSHE and all Pennsylvania Laws. For years,
both MU and WCU have operated their college bookstores without having to face
competition. Both universities use unfair, inequitable and anti-competitive practices to
maintain their 'monopolistic share of the campus marketplace. Their actions border
restraint of trade: SSHE regulations restrict state-owned universities from operating their
own bookstores, yet these universities operate, control, and subsidize t; ;. non profit
corporations that operate these bookstores. These monopolistic activities do not occur
at Cheyney University (CU).

All S.S.H.E. Universities, except Cheyney University, actively operate their own
bookstores, cafeterias, copy shops, game rooms, night clubs, food kiosks, fitness
centers, banquet halls, conference centers and campus hotels in competition with their
respective local private sectors. The SSI's and other non profits at each school were
created to provide these essential university functions that could not provided by the
universities under SSHE rules.

If these SSI's and non profits are truly independent from their universities, there is
no evidence that indicates an existing public contract and there are no arms-length
financial transactions between the entities. In addition, there exist exclusive
subsidizations, support and privileges given to these auxiliary corporations. Many

Unfair Business Practices of Pennsylvania State Owned Universities
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questions need to be answered about their non-profit, independent status in that they
provide essential educational functions and are indistinguishable from the university:

. Despite requests by the Auditor General of Pennsylvania, there are no
memorandums or contracts of understanding that explain the exact nature of the
relationships between these universities and their respective corporations. The Auditor
General's office in the 1994 SSHE University Audit, recommended that each university
create a memorandum of understanding about their relationships but no such memo
currently exists. Joseph Hamel, WCU VP for Administration and Fiscal Affairs and a
WCU-SSI Board Member, has stated that WCU and WCU -SSI enjoy a "special
relationship". This special relationship is theexplanation that the university provides for
many of the special benefits and subsidizations that WCU provides to SSI. At MU,
Robert Slabinski, the CEO of MU's non profit corporation, testified in the Commonwealth
Court of Pennsylvania that MUSSI does not receive direct subsidization from MU or the
Commonwealth. His statements are easily disputed by facts.

In recent litigation with Dynamic Student Services Off Campus bookstore, the
Supreme Court of Pennsylvania declined to take additional evidence on the status of
both SSI's and erroneously ruled that MU-SSI is an independent entity, unaffiliated with
MU for purposes of the Pennsylvania Right to Know Law. Now both universities, WCU
and MU have embraced this ruling in an attempt to rest public concern over the
questionable relationships and policies at each school. This ruling also has embolded
MU to prevent DSS __from gaining_ access_to_ professors and public information. The
Supreme Court ruling has emboldened WCU to deny DSS the same access to faculty
and vital public information that it gives to it's own non profit, "private" corporation..

MU, WCU, and the SSI's have effectively withheld vital information from DSS,
thus preventing the students from having the right to choose where they want to spend
their money. Each university controls and subsidizes each of their auxiliary corporations
while earning profits referred to' as "donations" or "payments in kind for services." The
universities have an economic incentive to prevent students from walking off campus to
purchase their books or other products.

The actions of public officials at the universities have been detrimental to DSS,
students, parents and taxpayers of the Commonwealth. Dan Lieberman would like to
report to you, his findings on the questionable business practices of MU, WCU, their
administrations, the State System of Higher Education, the Chancellor of Higher
Education, the SSI corporations, their officers and employees.

There are many colleges and universities across Pennsylvania and the entire
country that seek to eliminate competition in the academic marketplace. They continue
to forge ahead in new areas of business, while competing unfairly against the private
sector. Members of the private sector like ourselves find ourselves an endangered
species without the help of our legislators. This is bad news for students and their
families. Without competition in the campus marketplice,, prices will escalate forcing

Unfair Business Practices of Pennsylvania State Owned Universities
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students, their families, and our local, state, and federal governments to pay even more
money.

Universities and Colleges are maintaining their monopoly in the academic
marketplace by preventihg competitors from having access to vital textbook order
information that is created by professors. They are also preventing students from using
their financial aid/ scholarship money from being used off campus, funneling all of those
funds directly back into the university and forcing students and the taxpayers to
unnecessarily pay higher prices. The college bookstore business is a large industry the
produces revenues reaching into the billions. There is a lot of money at stake, for
taxpayers and the state and federal governments. The Campus Area Small Business
Alliance (CASBA) estimates that just a 1% savings for the taxpayers through competition
could save our government over 500 million dollars.

Dynamic Bookstores, other private off campus bookstores, students, and their
families across the country need your help to lower the costs of education and to open up
"Campus Marketplace" for fair and free competition. Please consider creating and
supporting any legislation that works towards these goals. Contact your U.S. Senator or
Congressman and urge them to step forward and take the steps necessary to lower the
cost of higher education for students, their families, and you the taxpayer.

Outstanding Issues with each Pennsylvania University

Certain information is vital to the existence of a college bookstore. It is essential to
collect all relevant course material information concerning textbook and supply
adoptions that professors will require or recommend their students purchase, read, study,
and learn in order to pass their courses. A listing of all courses being taught at the
university, or registration information, is necessary so that proper materials may be
ordered for the students. Registration information details sections numbers, professor
assignments, dates, times, locations and enrollments. This information is created by the
university, accessible to the university and provided to the on campus bookstores at no
cost. Any bookstore will incur the costs of soliciting, obtaining and managing this
information once it is received.

Both SSI's are given full, complete, open access to faculty and any information
necessary from the university. They are given free access to university mail, telephone
and computer services. Dan Lieberman was threatened with a lawsuit from the SSHE for
"theft of services" when he sent a memo via campus mail in an attempt to access public
information.

Professors review materials, make their decisions on required items, and record
these decisions on paper, through e-mail, or via telephone. The Liebermans and DSS
have requested access to these decisions from both schools and have received vastly
different responses each time.

Unfair Business Practices of PennsjrIvnia StateOwned Universities



154

University Roles As Public Institutions and
the Applicability of the Pennsylvania Right to Know Law

MU and WCU are, state agencies subsidized by Pennsylvania taxpayers. Each
university offers courses to students that they must be passed in order to earn creditS
toward graduation. Part of the responsibility affixed to students by professors and the
university is to learn specific information found in required course materials. The
universities and their professors expect students to obtain these materials so that they
may learn the material, pass the course, earn credit and graduate.

Professors at SSHE 'universities are state employees employed by the SSHE and
each respective university. Any decision made by a public employee at a state agency
that affects anyone under the Commonwealth Right To Know Law is a public decision.

When faculty make decisions regarding required texts, supplies or equipment
necessary to participate in and pass any given course at that university, then those are
public decisions that affect students, parents, professors, bookstores and other members
of the public. These decisions constitute public information under the Right to Know Law
and must be made accessible to any requesting citizen of Pennsylvania.

As a public institution, it is the university's obligation to provide full and complete
access to its public information. MU and WCU have never claimed to be exceptions
under the LaW in their refusal to allow-the Liebermans and Dynamic-Bookstores access
to vital public information. 'Rather, they simply deny access to competitors without
claiming any excemptions.

1. Course Materials Information:

At MU, the Liebermans and Dynamic have been denied access to course material
information by the university administration. The university administration claims it does
not have textbook information to provide to DSS. Their claim is that MU-SSI, an
"independent, unaffiliated entity from the university", is the custodian for course materials
information and that the Liebermans must obtain it from MU-SSI. MU-SSI has stated,
both in and out court, that the information they possess is provided to them on privately
owned adoption forms. Thus, they believe the information becomes proprietary, as these
forms appear to be the only place where this information is recorded.

DSS and the Liebermans solicit the professors directly for this information. DSS
has never asked for access to MU-SSI's course material information, booklists, or
adoption forms. This was easily misconstrued in court since, again, SSI seems to be the
only location of this information. Although MU agreed to provide DSS with full access to
the faculty to obtain the public course material information, the university set forth policy

Unfair Business Practices of Pennsylvania State Owned Universities
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that favored MU -SSI, by encouraging and pressuring professors to be uncooperative with
the Liebermans. Access to textbook information from professors is limited and often
denied. MU and MU-SSI have created an environment that makes any "reasonable"
access to public information virtually impossible. This environment works conversely to
the Right to Know Law, its spirit, purpose and intent. In reality, DSS has no access and
MUSSI maintains it's monopoly.

DSS has been threatened with several lawsuits by MU, SSHE and MU-SSI. A
department chairperson has threatened lawsuits and arrests if DSS continues to solicit
him for his information. In a recent confrontation, DSS employees were threatened with
arrest by campus police and, a personal harassment lawsuit by an academic department
chairperson if they attempted written contact for course material information. This
department chair has refused to discuss access to information in any way. The letter that
created this response is located in Exhibit A.

At WCU, DSS is provided with minimal access to course materials information.
DSS pays a cost of thirty-five cents ($. 35) per textbook sheet by direct order of WCU
Vice President for Fiscal Affairs, Joseph Hamel. This information is often incomplete,
intentionally late, and incorrect. WCU-SSI does not pay WCU for any of this information,
and is provided total access to faculty, course material information, updates and changes
under university policy requiring faculty to send their orders directly to the WCU-SSI
bookstore.

In the past, WCU, has asserted control over course materials. Neither Joseph
Hamel (VP. Finance of WCU , SSI Board member), Dr. Adler, President of the University,
or Bernard Carroza (Chair of the Board of Trustees of WCU) will administer the
necessary policy and control to ensure that this information is available to DSS and that
the university's obligations to uphold the law are met. These are not responsibilities that
Mr: Hamel or WCU are unfamiliar with. Several memos to the university community were
issued by Mr. Hamel in the past outlining the university's responsibilities under the law
and administering policy for adherence to these laws. (These memos are documented
starting on pg. 14)

DSS has suggested a number of alternatives to WCU from four-part forms to e-
mail distribution in order to streamline the textbook ordering process. Although Mr.
Hamel and Mel Josephs ( CEO of WCU SSI) committed to one of these options, none
have been implemented.

Now that MU has successfully shirked their responsibilities under Pennsylvania law
by using the MU-SSI to shield public. information from DSS, WCU-SSI now believes that
they are no longer obligated to provide information to DSS. WCU-SSI has indicated to
DSS that they reserve the right to deny them access to information altogether. DSS has
consistently maintained its preference to obtain access to information through WCU and
that the university must share the information with anyone who requests it at the same
time, cost and manner for all parties. DSS should not be forced to obtain information
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from WCU-SSI, an unreliable source who intends to share information on it's own terms.
It was Joseph Hamel, VP for fiscal affairs and WCU-SSI board member, who arranged
for and forced DSS to get information from their competitor who sends DSS incomplete,
inaccurate information. There are batches of information that DSS has never receives
from WCU-SSI for every single semester.* (See letter to SSI in Appendix B-14) ,

Students who choose to purchase books for those courses, do not have a choice as to
where to buy them.

*This Fall 1998 semester, DSS completed an audit of the on campus bookstore shelves and found
between forty and fifty titles that were on the shelves at the on campus bookstore but were never shared
with DSS. This type of action is intended to directly prevent DSS from having the ability to compete with
the on campus bookstore in a fair and equitable fashion. Thus those students who needed to purchase
those books were forced in most cases to buy New, more expensive copies of those texts as opposed to
having the choice to purchase their books at a discount shop like DSS. While the facts are clear and this
audit demonstrates clearly the economic damage being committed, WCU and WCU-SSI simply shirk the
facts and openly state that they have shared all the information with DSS. The board of Trustees of the
university plainly refuse to look at the hard evidence that supports the DSS claims of unfair business
practices. They simply claim thalit is not happening even though all the facts and data demonstrate that
it clearly is occuring by their own hand.

2. Registration Information:

@ WCU: Registration information was refused to the Liebermans and DSS until
litigation started in the Commonwealth Court if PA in,1995. WCU agreed that it was no
longer an issue after Judge Morgan made it clear ,to all parties that it was obviously
public. It is now provided to the Liebermans at twenty-five ($25) dollars per report.
WCU-SSI does not pay for access to this same information.

@ MU: Millersville has always agreed that registration information is public and
has always provided it, upon request, to Dynamic Bookstore at a charge of twenty-five
dollars ($25). MU-SSI is not charged any fee to receive this information by MU.

3. Professor Course Packs and Custom Printed Materials

Course packs are defined as collections of articles, writings, professor-publiShed materials, notes from lectures, lab exercises,
or lab manuals. What differentiates these from standard textbooks is that they are locally published, usually photocopied,
padkets or notebooks of information.

@ WCU: DSS have requested equal access to professors' custom published
materials from the administration and have received no cooperation. These course
packs are all published or coordinated by the universities and their professors, using
university resources, equipment and materials. Nearly all of these materials are
supplied to the WCU-SSI bookstore and denied to Dynamic Bookstore. Students who
are required to purchase these items cannot choose where they want to buy them. They
must buy them at the WCUSSI bookstore. The Liebermans have proposed that the
university make original copies of course packs available to both bookstores at the same
time and cost for each store. This would eliminate "exclusive" orders and make them
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available for students, at both stores, inducing lower prices. The university stated that
they did not have a policy and that once one was created, it would be communicated, to
DSS. There has been no communication of any such policy to DSS in over five years.

MU: Although an official request has not been made to the administration
for course pack access, the administration refuses to set policy on anything to do with
textbooks or student supplies. All requests are being diverted from the administration to
MU-SSI, our competitor. Many professors refuse to supply. DSS with a copy of their
coursepacks. At MU, DSS sells 3-4 course packs that are not available at the MU-SSI
university bookstore.

4. Financial Aid, Grants, Loans and. Scholarships

Students who are residents of. Pennsylvania are eligible to receive financial
assistance from the Commonwealth and from the US Government. This assistance is
allocated by the Pennsylvania Higher Education Assistance Agency. Monies are also
available from the Federal Government. Portions of a student's aid can be used to
purchase essential school materials. This aid is distributed by each university's financial
aid /bursars office.

WCU: The current system of monetary allocation to the student restricts
where they can purchase their supplies and books. WCU issues financial aid students a
voucher indicating how much money the student- has available -for supplies and-
textbooks. This voucher is only valid at the WCU-SSI bookstore.. The University pays
the face value of the voucher to WCU-SSI. If the student does not use all of their money
at WCU-SSI they are issued a refund for the balance in the middle if the semester which
restricts them from purchasing supplies anywhere else than SSI.

These purchases are being funded by all taxpayers.

In the past DSS has accepted a student voucher from one student, allowed the
student to charge books against the voucher, and submitted that voucher back to WCU to
receive payment for the voucher. WCU denied DSS payment because the voucher was
only payable to WCU-SSI due to their "special relationship". This process restricts a
substantial percentage of the total students purchasing supplies and books at WCU from
having the ability to choose lower priced goods anywhere else. This drives up the costs
of these goods of which our government and the taxpayers are footing the bill. If these
funds were not restricted students and the government would be able to buy less
expensive products and save our government hundreds of millions of dollars across the
country.

The Commonwealth of Pennsylvania and its students both stand to reap the
benefits of competition if this process is unrestricted so that companies can compete for
students' business. The Commonwealth can take advantage of the lower prices dictated
by competition to allow PHEAA monies to have greater buying impact thus helping both
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the student and the Commonwealth to lower the rising costs of education for families as
well as taxpayers.

@ MU: MU handles financial aid, scholarship, grant, and loan situations
differently. It seems that MU indicates to MU-SSI which students have financial aid,
grants, etc. and the amounts of aid available so that MU-SSI can open a bookstore
charge for that student, using their expected financial aid money as collateral to charge
on the account. In a sense, the student uses their school ID card as an electronic
voucher to charge at the MU-SSI store. The process is similar to WCU's financial aid
process, just without the paper vouchers.

Once the student's financial aid money arrives, the student is expected to pay off
their bookstore charge first. If the bill is not paid, the university agrees to allow SSI, a
private company, to withhold the student's grades, scheduling privileges, student ID
usage, and even graduation until the student pays the debt to MU-SSI. This
"independent" company "unaffiliated with the university" receives this guarantee of
payment from the university as part of their "special relationship".

Again, students are restricted from conducting business with any other source for
their books and supplies. In addition, the university is extending these students credit
until their financial aid monies arrive. Colleges and Universities should not be in the,
lending and banking business anyway. There are plenty of private lending institutions
that provide students with credit such as Visa, Discover, Mastercharge, and American
Express.

At CU, where DSS is the on-campus bookstore, students are issued vouchers
not specifically made payable to DSS.. In this case, CU pays DSS only for the portion
of the face value that the student has actually spent. DSS keeps an account of how much
is spent by each student, what type of products they purchase, and the total spent which
is not to exceed the face value of that voucher. It is then submitted to CU and paid to
DSS upon approval by the administration and the financial aid office. This is a useful
model of operandi to help save taxpayers an enormous amount of the money on state
appropriations.

Many universities across the country are starting to implement smart cards, or special
debit/credit ID cards with magnetic strips or computer chips that allow this process and many
other campus processes to happen electronically and efficiently. In many cases, independent off -
campus competitors are not being allowed to accept this card. Legislation has been created in
other states to combat the unfair business tactics of universities, forcing them to make these
cards acceptable at any off-campus business. In return, all participating vendors are required to
pay reasonable processing fees right on a standard credit card machine at the register. The
processing fees are based on either market standards or flat fees. These types of processing
fees should be equal for all vendors to prevent special treatment of the on-campus bookstores
over their competitors.
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5. University Guaranteed Credit

WCU:, The WCU-SSI bookstore solicits and issues bookstore charge accounts
to students who would like to purchase their textbooks and supplies on credit. WCU-SSI
is given ,open access to student directory information and sends solicitations to students
through the mail using non-profit discounted mail privileges. Once accepted, students
can purchase anything on these accounts. The university backs and supplies this credit
to the student. The credit is issued to the student and if the credit bill is not paid by its
terms the student cannot schedule for classes, graduate, play sports, etc.. This equates
to university or Commonwealth guarantees of privately incurred debt. It would be the
same as VISA Corp. receiving credit guarantees by state-owned universities for students
who have incurred debt on private VISA cards. WCU-SSI has claimed to be- a
independent company. Receiving guarantees from the university to ensure that students
pay their "private" bookstore charge accounts is an inappropriate use of state resources

-and a misuse of state funds.

DSS seeks no special arrangements, just open, even-handed competition. In
response, Mr. Hamel and WCU have claimed that these arrangements are part of the
WCU-SSI "special relationship" with WCU.

@ MU: MU has implemented the use of the ID card for both pre-payment of bills
and as a credit card. This is a substantial threat to Dynamic's economic viability at MU
and is something that the university provides exclusive support to SSI for. Again, MU-
SSI takes advantage of state resources as part of, their special privileges. Students who
do not pay their bills are forced to meet directly with the CEO of SSI and threatened with
their academic and financial accounts at MU being frozen if they do not pay their
bookstore charge.

Grades, scheduling, and even graduation are on hold until students pay MU-SSI.
The same holds true for MU-SLI, Student Lodging Inc, who operates housing for MU.
Robert Slabinski is also the GM of SLI. Students who do not pay rent to this
"independent" company will have their grades, schedules, and graduation withheld until
they pay their bill. MU will not provide this service to any other "independent" company
such as DSS, Discover Card, Visa/Master Charge. There is no legislation that enables
Pennsylvania or a state agency of, to back privately funded debt or to be in the
banking business. This special, exclusive treatment that is given to MU-SSI amounts
to state guarantees of independent debts, a misappropriation of state resources.

7. State-Supported Harassment

@ WCU Professors without tenure have complained about pressure from the
administration not to associate with DSS. Some exclusive orders for course packs have
been withdrawn from DSS by professors who have experienced such pressure.
Academic departments seeking to place orders with DSS have been commanded by Dr.
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Adler, the university president, to submit these orders to the WCU-SSI bookstore.
Faculty have repeatedly been advised to withhold textbook information from DSS.

Campus Police continually attempt to prevent DSS student employees from
walking on public grounds by intimidating them with forceful arrest threats if they go near
the WCU-SSI bookstore building's property.

WCU-SSI and WCU, on two occasions, have prevented Dan Lieberman from
open access to the university bookstore which is located in a public building. The
bookstore is open to the public and built with public funds by the State of Pennsylvania.
In one such incident, Dan was denied entrance and threatened with forceful arrest by
campus police officers and Joseph Hamel. The campus police department reports to Mr.
Hamel. Mr. Hamel has a conflict of interest which prevents him from representing WCU
and WCU-SSI independently of each other. Mr. Hamel used the campus police force to
intimidate DSS on WCU-SSI's behalf, stating repeatedly to Dan that "we have a right to
refuse you access. We are a private company", referring to WCU -SSI; of which he is a
board member.

This was not the first time Mr. Hamel used the campus police for SSI. Campus
police have consistently harassed and intimidated DSS employees handing out free gifts
and coupons anywhere near the public buildings in which SSI resides. Campus police
are also used every semester, for SST's benefit, to patrol the SSI bookstore during the
busy times of the semester. Does SSI, an "independent" company,- pay a fee for these
state employees' services? We think not.

@ MU: MU and MU-SSI have acted inappropriately towards DSS in their
advertising and their actions. They have harassed and intimidated DSS prior to its first
semester of business at MU. Upon conducting an end of semester textbook buyback
near the on-campus store, DSS encountered questionable and unfair business practices
from both MU and MU-SSI. Large banners were placed on university property by
university employees alleging that DSS was a rip-off to students and warning students
not to sell their books to "strangers".

University-owned vans were also used by SSI to communicate the same messages
to students. One university van was purposely parked against the bumper of a DSS truck
to restrict student access to the back of the truck where DSS operated a legal, mobile
textbook buyback for students. One specific university employee stood next to the DSS
customer line, defamed the reputation of DSS and harassed the customers who chose
to do their business at the DSS truck.

MU-SSI had full access to and control over any resource it needed from the
university. Campus police continually interrupted the buyback to accuse Mr. Lieberman
of buying stolen books. The campus police director threatened to impound all DSS
inventory for confiscation if Dan continued doing business in competition with MU-SSI.
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This police directot was acting out direct orders from Robert Slabinski, CEO of MU-SSI,
to "take care of this problem with DSS. :

.

When Dan remained to conduct his business, the SSI Management issued Dan a
bogUs laWsuit threat,,overtook his trUck, tOok,piCtures of him and handed him incomplete
faiksuit forms,in ordet to intimidate hilt. "The content of the suit alleged that Dan was
attempting to use SSI's name and reputation td earn 'business, or tortious interference
with contractual relations. DSS haver even put a name or sign on it's ttuck and all of the
buyback adVertisements where intentionally different from those of MU-SSI. The lawsuit
was not based on or grounded in fact and was never pursued by MU-SSI. This was
simply another form of state-sponsored harassment by MU and MU-SSI.
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SSI threatened to file suit again when DSS opened their store right down the street
from the university. MU -SSf complained that DSS, a registered fictitious name, was too
similar to that of Student , Services, Inc. They charged that DSS was attempting to
capitalize on SSI's good reputation. MU-SSI, succeeded in forcing DSS to change the
Millersville store name to Dynamic College. Outfitters. All of these actions were
conducted to intimidate and harass DSS. This was SSI's second threat of tortious
interference, a legal terminology which indicates that one party is intentionally intending
to misrepresent itself to use the other party's name, reputation or good will with intention
to hurt, or cause damage to, that specific party.

Michael and Dan Lieberman were threatened with arrest while soliciting public
information from professors 'in their office buildings. This occurred after .Dr. Gary
Reighard testified to the Commonwealth Court that the Liebermans would be given full
access to the professors to seek the information needed.

The point of sharing these events with you is to establish that this behavior is
encouraged and supported by the administration of the university, on university
property, using ,university assets and employees. Operational authority stems
directly from the SSI Board of Directors with the approval of the President of the
University. The SSI Boards are dominated by the university's council of trustees,
and members of the university administration and faculty. DSS have been denied
reasonable and equitable treatment by MU, WCU, and SSHE.

Pennsylvania's Right to Know Law.

According to the Pennsylvania Right-To-Know Law, section 66.1, (2), a public
record is defined as:

"Any account, voucher or contract dealing with the receipt or disbursement
of funds by any agency or it's acquisition, use or disposal of services or of
supplies, materials, equipment or other property and any minute, order or decision
by any agency fixing the personal or property rights, privileges, immunities,
duties, or obligations of any person or group of persons..."

Exceptions provided under the law:

1. "Shall not mean any report, communication, or other paper, thpublication of
which would disclose the institution, progress, or result of an investigation
undertaken by an agency in the performance of it's official duties"
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2. "shall not include any,record, document, material, exhibit,. pleading, report,
memorandum, Ot'Othet'.papei; access to or the publication'of which is prohibited,

,restricted, or forbidden by statute law or order, Or decree of court"
'or which Would operate to the prejudice or impairment of a persons'reputation

.or personal security"
4. "or which would resultin the lois by the Commonwealth or any of it's political
iUbdivisions or commissions or State or municipal authorities of Federal Funds".

DSS Position On All the Issues

The issues and arguments surrounding the access to public information at a state agency
are very easy to over-complicate and distort. The nucleus of the arguments and the
actual applications of the Right to Know Law, however, are extremely simple.

The professor is a public employee at a public agency making a public decision that
affects the public: Thus, it is a public decision that must be shared by any and all
members of,the public that.request to see it. This is the central argument that DSS has
refused to lose track of. All the questions of who owns forms, the status of non-profit
organizations, university administration possession and the like are all moot issues. The
information is created at the university by the faculty and must be provided to any
requesting Pennsylvania citizen. This information is created in the public domain and the
universities have attempted to place it in the private domain of a subterfuge like the
SSI's. The universities control this information and have a responsibility to the public that
subsidizes them to make sure that public information created by the university is
accessible to all parties at the same time, same cost, and same manner.

What DSS wants is to be treated the same way that the on-campus, competing SSI
bookstores are treated. DSS is not asking for special treatment but equality in the
marketplace. The State of Pennsylvania should not be giving any vendors special
treatments, privileges, 'and financial subsidies as they currently are.

These SSI's and non profits at all SSHE universities should not be entitled sell products
with a non profit status where these products are already available from the private, tax
paying sector of the economy. The private sector is at a serious disadvantage. Ironically,
the taxes paid by the independent sector are helping to subsidize their competition.

Universities should not be allowed to operate bookstores with non-profit corporations
when retailers in the private sector could operate these bookstores, with fair bid
contracts. Truly privatizing the university bookstores will introduce lower prices,
improved customer service, innovations, and reduced amounts of support required by the
state from the bookstores allowing universities to worry about academic missions instead
of profit missions disguised as academic missions.

Unfair Business Practices of Pennsylvania State Owned Universities



164

Proposed Solutions and Recommendations

It is within the scope and power of each university to develop procedures consistent withstatewide policies in which all universities can provide members of the public with accessto information that is dearly public. The universities have not claimed an exception under.the Right To Know Law of Pennsylvania_ regarding their information. They are simplypreventing access.

DSS has proposed some possible solutions to remedy all of these situations. Theseproposals have been ignored or turned down by each university.

Issue #1 - Access to Course Material Information

Each university would create, in coordination with the off campus bookstore(s),procedures by which professors would be required to transmit all of their course materialinformation to be redistributed to all parties at the same time*, same cost*, and samemanner. The medium of communication should not be the emphasis. If it is paper, allparties will pay to have the forms copies or will pay for the printing of the multiple partforms. If information comes electronically through e-mail, each party will be responsibleto have it's own Internet connection, and so forth for other mediums.

* This becomes especially important around the end of each semester when students cansell their books back to stores for cash. Stores buy books back from students at higherprices when they know that the professors is using the books again for the next semester.To remain competitive and not lose the customer or their book at the buyback line, eachstore needs to know course information as soon possible. Unfair competition can result ifone store knows a title is being used and the other does not because the information wasdelayed so they would not know what titles to buy back from students.

Issue #2- Registration information

)SS would simply like all of the SSHE universities to make sure that if a charge toeceive this information from the university computer system is necessary, then all)arties must pay the same fees.
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Issue #3- Coursepacks

DSS would like all of the SSHE universities to require faculty to make their custom
published materials available to all bookstores at the campus marketplace with
bibliographies of articles, book chapters, etc. that are used so that each store may obtain
copyright permissions independently of each other. Coursepacks would be available at
all stores for students.

Issue #4- Financial Aid, Scholarships, Grants, Loans

DSS suggests looking at CU as the example or model of how all financial aid,
scholarships, grants and loans should be processed. Students should be extended a
voucher from the university so that the student can spend their financial aid money before
it actually arrives from PHEAA or the Federal Government. The face of the voucher
should state that this voucher can be accepted at any business that is registered with the
university to do so. The university could probably even charge a processing fee to
handle the paperwork. They probably do not charge SSI for such a service.

If this process was computerized and the student ID cards where used to store the
purchasing and credit information, it would be similar to a credit card. Any business

-could-accept the students "credit card", "ID card" etc. and be paid by the university upon
accepting the card on the credit card machine obtained through a private bank that will
handle the extension of credit issued to the student before the financial aid monies arrive.
Independent, off-campus vendors would then pay network or processing fees to the
network provider or bank at a fair comparable market value compared to VISA, Discover,
American Express, etc..

This process will enable students on financial aid, scholarships, grants or loans to use
their 'electronic' voucher at any authorized location. Authorization to accept the
students' electronic voucher should be granted only to businesses that sell items that are
absolutely necessary for their college education, unlike college sweatshirts or music
CD's. Currently, universities abuse the use of these appropriations to students so that
the university can capitalize on the profits made from those sales. This in not beneficial
to Pennsylvania taxpayers.

DSS feels that the above process is the best means of controlling these appropriations
while allowing students to have the freedom to shop around for the best prices on their
supplies.
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Issue #5- University extended credit

DSS would request that the universities refrain from extending credit to their students
either directly or through their-non- profit corporations. The universities should not
provide special services like account or schedule freezes to any company to assist in the
collections from students who have not paid back debts incurred.

WHAT CAN YOU DO?

You can help students and their families by supporting Senate Bill S.2490. Call your
U.S. Senators and Congressmen and ask them to help all American Families lower the
costs of a college education by opening up the Campus Marketplace to competition. Let
your Senators and Congressmen know how much you spend each semester for tuition,
room and board, and textbooks/supplies. Voice your opinion!!!
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Sept 8, 1998

Office of the Bursar

West Chester University of PA
West Chester PA 19383

Daniel Lieberman
Dynamic Student Services
20 Linden St.
West Chester PA 19382
(610)-692-8030

Please find enclosed a bookstore voucher from WCU student Valerie M. Secrest. This voucher was submitted to us for the
purchase of her textbooks in the amount of $198.93. Valerie has specifically requested that you honor her request to make payment to
Dynamic Student Services for her textbook purchases. Since the money that Valerie is due to receive in her financial aid account is public
funds, we Insist that you stop handicapping. student's ability to purchase their supplies at lower prices, off campus. The students right of
choice is essential since this money is coming from the taxbase in the first place.

We are open to more discussion with your office to work out a mutually beneficialprocess that will enable you to process our
future voucher submissions In a efficient manner for both of us. For now, we would like to ask you to honor only the amount that Valerie
has used for her textbooks. Although the voucher amount is for $376 (three hundred seventy six dollars), she only spent $198.93. She is
also aware and has agreed not to spend over the $376 limit between both SSI and our store. As you can see on the actual voucher,
Valerie has signed and requested payment to be made to Dynamic Student Services.

Please make payment to 'Dynamic Student Services wilhin 15 business days. Thank you for your cooperation.

Sincerely,

L9a
Daniel Lieberman
Partner, DSS

cc: John Carnes Esq., Dr. Madeline Adler, Dr. Bernard Carroza, Rep. Roy Reinard, Rep.John Lawless. Rep. Eleanor Taylor, Governor
Thomas Ridge
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West Chester University

September 14, 1998

Daniel Lieberman
Dynamic Student Services
20 Linden St.
West Chester, PA 19382

Re: Voucher for Secrist

Dear Mr. Lieberman:

Office of the Bursar

West Chester,
Pennsylvania 19383
(610) 436-2552

The student voucher which you presentedto West Chester University for collection is
only valid at the Student Services Inc., Bookstore. Your receivable must be collected directly
from Ms. Secrist, your customer.

Daniel Pauletti
Director of Student Financial Services

A Member of the Pen:13:::....1n:a jute System ef Pqher Fic /73
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Student/Parent Voices
of Pennsylvania
Feedback on the cost of textbooks from
Pennsylvania, college students and their famlies.

Pennsylvania Students and their families continually battle the ever-increasing costs of a college education. A frustrating area
concern that needs to be addressed is the high cost of textbooks. Many campuses enjoy monopolies and exclusively sell textbo: 3
and other supplies to students and their families. When such a monopoly eadsts, businesses can charge exorbitant prices for tb.,
goods because consumers have no other purchasing options. Essentially, °there's only one game in town".

The existence of off-campus bookstores is flmdamental to the preservation of the students' right of choice, the prevention nf
monopolistic marketplaces, and the creation of a competitive environment that benefits consumers with lower prices and bet:. lr
services.

Yet many of these off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketpla: a.
There are many disadvantages that off-campus stores endure in order to offer their services to students. It is in the best internt
of all students, families tax payers, and even the universities to make sure that off-campus competitors be protected from unft
competition.

"I understand these plinciples and would like to give you sly opinions and feedback on how you can help preserve my ability
choose."

I agree

I agree

Signature:

Each university in Pennsylvania that receives state funding should be required to make el
professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

The current system of allocating student's financial aid, scholarship, or grant monies frar
school supplies does not allow a student to spend their state or federal allocated money whe-.-3
they would like to. Student's are forced to bi.w their books( on campus and do not have a cholc
All universities in Pennsylvania should be prohibited from taking away students' right
choose where to spend the money allocated to them. Competing stores should not be out out :f
the process so that students are forced to pay higher prices, especially when they are spending
the gevermnent's money.

Print Name:

Date: /197F7

School Phone #: 51-3 -C. S.5-(f

Student or parent comments on textbooks, financial aid, or lirifair competition:
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= Zam/ kf ;cu

crt 5; -1-zAaca----

BEST COPYAVA1LA LE



1'11

Studen /Parent Voices
of Pennsylvania
Feedback on the cost of textbooks from
Pennsylvania college students and their fa:m*11'43S.

Pennsylvania Students and their families continually battle the ever-increasing costa of a college education. A frustrating area
concern that needs to be addressed is the high cost of textbooks. Many campuses enjoy monopolies and exclusively sell textbo:'
and other supplies to students and their families When such a monopoly exists, businesses can charge exorbitant prices for tt.,
goods because consumers have no other purchasing options. Essentially, "there's only one game in town".

The existence of off-campus bookstores is fundamental to the praservation of the students' right of choice, the prevention of
monopolistic marketplaces, and the creation of a competitive environment that benefits consumers with lower prices and bet-. Tr
services.

Yet many of these off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketpla:
There are many disadvantages that off-campus stores endure in order to offer their services to students. It is in the best intert
of all students, families, tax payers, and even the universities to make sure that off-campus competitors be protected, from unit'
competition.

'I understand these principles and would like to give you my opinions and feedback on how you can help preserve my ability
choose.'

I agree
Each university in Pennsylvania that receives state funding should be required to make a1
professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

I agree
The current system of allodating student's financial- aid, scholarship, or grant monies for

111 school supplies does not allow a student to spend their state or federal allocated money whe.:3
they would like to. Student's are forced to buy their books on campus and do not have a cholcs,.
All universities in Pennsylvania should be prohibited from taking away students' right
choose where to spend the money allocated to them. Competing stores should not be cut out :r
the process so. that students are forced to pay higher prices, especially when they are spending
the government's money.

ignature: Date: pi< 7Dec.. /9/7

Print Name: Kimbeitti . "t4lAie% School Phone #: (ill) Si -gg41

Student or parent comments on textbooks, financial aid, or unfair competition:

FRFF cHol cf. 1
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Student/Parent Voices
of Pennsylvania
Feedback on the cost of textbooks from
Pennsylvania college students and their fitTnillei.

Pennsylvania Students and their families continually battle the ever-increasing costs of a college education. A frustrating area
concern that needs to be addressed is the high cost of textbooks. Many campuses enjoy monopolies and exclusively sell textbo: a
and other supplies to students and their families. When such a monopoly exists, businesses can charge. exorbitant prices for th,..
goods because consumers have no other purchasing options. Essentially, 'there's only one game in town".

The odstence of off-campus bookstores is fimdamental to the preservation of the students' right of choice, the prevention of
monopolistic marketplaces, and the creation of a. competitive environment that benefits consumers with lower prices and bet- Jr
services.

Yet Many of these off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketplz: t.
There are many disadvantages that off-campus stores endure in order to offer their services to students. It is in the best lnterr:t
of all students, families, tax payers, and even the universities to make sure that off-campus competitors be protected from unfrf:
competition.

"I understand these principles and would like to give you n.y opinions and feedback on how you can help preserve my ability .)
choose.'

I agree_
Each university in Pennsylvania that receives state funding should be required to make el
professors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

I agree
The current system of allocating student's financial aid, scholarship, or grant monies fr:r
school supplies does not allow a student to spend their state or federal allocated money whes
they would like to. Student's are forced to buy their books on campus and do not have a choir
All universities in Pennsylvania should be prohibited from taking away students' right ".
choose where to spend the money allocated to them. Competing stores should not be out out :f
the process so that students are forced to pay higher prices, especially When they are spending
the government's money.

Signaturkfrijeluik& dieter Date: atIV be, 1 )99?

Print Name: 1.41A( ILO i?.e &van( re) CC School Phone *: R7 fr 9173

Student or parent comments on textbooks, financial aid, or unfair competition:
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Student/Parent Voices
of Pennsylvania
Feedback oxithe. cost of textbooks from:.
Pen.nsylvania college students and their families

Pennsylvania; Students and their !brollies continually battle the ever-increasing costs of a college education. A fruitrating area
concern that; needs to be addressed is the high cost of textbooks. Many campuses enjoymonopolies and exclusively sell textbo:'
and other supplies to studesits' and their amines. When such a monopoly exists, businesses can charge exorbitant prices for th,.:
goods because consumers have no other purchasing options. Essentially, "there's only one game in town".

The existence 'of off-campus bookstores is fundamental to the preservation of the. students' right of choice, the prevention :if

monopolistic marketplaces; and the creation of a competitive environment that benefits consumers with lower prices and bet-. m
services.

Yet tany Of these off-campus competitors do not enjoy the benefit of competing In an equitable, fair, and open marketpla: 3.
There are unity disadvantages that off-campus stores endure in order to offer their services to students. It is in the best internt
of all students, families, tax payers, and even the universities to make sure that off-campus competitors be protected from unfr!:
competition.

"I understand these principles and would like to give you my opinions and feedback on how you can help preserve my ability s
choose."

I agree

I agree

Each university in Pennsylvania that receives state funding should be required to make e.1
piofe-ssors' classroom textbook/supply requirements accessible to the public so that any
bookstore can access this information and be able to sell those titles/supplies.

The current system of allocating student's financial aid, scholarship, or grant monies fcr
school supplies does not allow a student to spend their state or federal allocated money whe:.-3
they would like to. Student's are /bread to buy their looks on campus and do not have a choice.
All universities in Pennsylvania should' be prohibited from taking away students' right
choose where to spend the money allocated to them. Competing stores should not be cut out :f
the process so that students are forced to pay higher prices, especially when they are Vending
the government's money. Pre Snxrd of

4-Sor ot
Eutaature.OhNtru a_ Sti .cui, Date: /al/ t-i4 7

Print Name: VI chw 1 Ol +lax) e s School Phone #: 3/ 9- -8- 7 / -0 31/-3

Student or parent comments on textbooks, financial aid, or unfair competition:
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Student /Parent. Voices
of Pennsylvania
Feedback on the cost of textbooks from.
Pennsylyania college students and. their families.

Pennsylvania Students and their families continually battle the ever-increasing costs of a collegeeducation. A frustrating area !

concern that needs to be addressed is the high cost oftextbooks /tfany campuses enjoymonopolies and exclusively sell textbo:* 3

and other supplies to students and their families.When such a monopoly exist& businesses can charge exorhitant prices for th, ...-
goods because consumers have no other purchasing options. Essentially, 'there's only one game in town".

The existence of off-campus bookstores is ilmdamental to the preservation of the students' right of choice, the prevention of
monopolistic marketplaces, and the creation of a competitive environment that_beneilts consumers with lower prices and bet-.

services.

Yet many oftheie off-campus competitors do not enjoy the benefit of competing in an equitable, fair, and open marketpla:.1..
There are many disadvantages that off-campus stores endure in order to offer their services to students. It is in the best intemt
of all stadents, families, tax payers, and even the universities to make sure that off-campus competitors be protected from unfr:

competition.

°I understand these principles and would like to give you my opinions.and feedback on how you can help preserve my ability 3

choose." 7

I agree

I agree

Signa

Each-university in Pennsylvania that receives state funding should be required to make e_11
professors' classroom textbook/supply requirements accessible to the public so that any
_bookstore nein access this information and be able to sell those titles/supplies.

The -current .system of allocating student's financial, aid, scholarship, or grant monies it
school supplies does not allow a student to spend their state or federal allocated moneywhe....3

they would like to. Student's are forced to busy theii books on campus and do nothave a choici
Al universities in Pennsylvania should be prohibited from taking away students' right
choose Where to spend the money allocated to them. Competing stores should notbe out out
the process so that students are forced to pay higher prices, especially when they are spendir.g
the government's money.

Date: 12,,g1 97

Print Name: ilmer School Phone #: (7/7) r-71
Student or parent comments =textbooks, financial aid, or vi fetr competition:
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the stuSents of 2niffersviffe /tniversit? of
penneylvania 6ere5y petition our fegi5fature...

-to protect our ability to choose where we can buy our textbooks. College costs are constantly on the rise any
-ompetition between bookstores enables us to rower the costs of our e5ucation. We have choserito sign this
'etition to support private bookstore efforts to provi5e us with an alternative source for our nee5s. We sign

his petition to urge you to write an5 approve legislation that viff ensure that afftextboofi 5ecisions remain
ntbfic`cm5 accessible to any competing or university bookstore anS that alrscholarship, loan, or financial aiS
tuSents be given the ability to choose 'cohere to Buy their college textbook. We the stuSents as yOu to
noted our tight to choose. please support Dynamic Bookstores any others tike them.
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MU students
left with only
the company
(book) st re
Rival bookstore gives up fight.

By Gil Smart
Assistant News Editor

Goliath finally stomped David.
After three years of trying to compete with

Student Services Inc. empire in Millersville, the De
namic College Outfitters bookstore on West Freder-:.
ick Street will close at the end of the month. ..?

"We've been driven out of business by the schdol
and by SSI," claimed Dan Lieberman, owner of the' .

4: :bookstore. I.

The event ends a long-running battle betweentie-! .

berman and Student Services Inc., which runs the.
Ivallersville'bookstore on campus, as well as nearly a
dozen other enterprises on campus. , ;

Lieberman had long claimed that SSI enjoyed an
unfair competitive advantage, because the universi-;
ty provided lists of books to be used by professors to .

SSI but refused to give the same information to Dy-s- .
namic.. The conflict came to a head in 1997, when
Lieberman took SSI and Millersville to court over
the issue, claiming that SSI was in effect part of Mill
ersville University, and thatthis made the book lists
public information.

The stateSupreme Court disagreed. . :

SSI has long acknowledged that it enjoys a "spe-,.
cial relationship" with -Millersville University,
which includes access to the book lists. There also
are plenty of other facets to this relationship
cluding the use of Millersville student activity fees.
to pay the salaries of three executives on SSTs pay-
roll. .

But the arrangement has the support of the admin-;.
istration and few MU studentsseem to care.

More BOOKS on A-11



SUNDAY NEWS, LANCASTER, PA.

Books:
Rival store
goes under
Continued from A-1

SSI haslong had a virtual mo-
nopoly on Millersville students'
money.

In addition to the bookstore, SSI
operations include management
of the Student Memorial Center,
University Store, copy shop, Cafe
de'Ville coffee shop, fitness cen-
ter, student banking, game room
and campus vending. It also oper-
ates the campus Pizza Hut.
. The 'SST board is packed with
MU students, administrators and
trustees. SSI's sister company,
Student Lodging Inc., rents apart-
ments to students and lent money
for the Best Western hotel near
MU, owned by a for-profit offshoot
of Student Lodging and now man-
aged by a retired MU vice presi-
dent.

Established In 1956 to provide
to students services that weren't
readily available through the uni-
versity, SSI has grown into a con-
glomerate with nearly $5 million
in annual revenues and an endow-
ment of more than $1.1 million,
according to its latest tax returns.

Its top executive, chief execu-
tive officer Robert Slabinski, has
an annual salary of $97,831.

SSI's relationship with Mill-
ersville includes the use of cam-
pus mail and e-mail. SSI employ-
ees are covered by the; State
Employees Retirement System.
Millersville can withhold grades
and diplomas if SSI bills are not
paid.

The aspect of SSI's relationship
with MU that troubled Lieberthan
the most was the book lists.

In order to stock his shelves,
Lieberman needed the lists of
books professors used in their
courses. Millersville professors
traditionally had filled out book
order forms provided by SSI
and turned them in to SSI's Uni-
versi ty Store.

"We couldn't get access to the
same information the other side
did," Lieberman said.

Siabinski does not think SSI en-
joyed a competitive advantage.

After Lieberman lost his suit
against SSI, SSI turned around

BEST COPY AVAILABLE
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and sued him in part for printing
his own book order forms and dis-
tributing them to professors. The
forms contained SSI's name
leaving the false impression, SSI
officiaissaid, that WI sanctioned
thelorms. . .

That case is still pendin .
Dynamic's troubles became

apparent to students during the
past year.

Millersville graduate Melissa
DiNofia, who served as president
of the student senate last year
and also was a student member of
SSI's board of directors for, two
years said Lieberman made
frequent pleas for support to the
senate and Millersville students
over the course of the 1997-98
school year.

"(Dynamic) apparently thought
that students had been brain-
washed by SSI Into not shopping at
their store," she said.

By the end of the semester, Dy-
namic College Outfitters was only
open sporadically. Rumors flew;
last month Lieberman confirmed
them by posting a sign saying that
the store was going out of busi-
ness.

Near the end, she said, few stu-
dents were 'shopping at Dynamic
because of the erratic hours, bare
shelves and the sense that SSI
profits were being invested back
into the school community, while
Dynamic's profits weren't.

Most students, however, didn't
seem to care one way or another.

"There's a lot of apathy at Mill-
ersville," she said.

111 One student who did care
was Kevin Kline, who graduated
in May from Millersville.

For years, Kline had been ques-
tioning SSI's relationship with the
university particularly that
student activity fees, paid by
every student, are funnelled tothe
corporation.

Each year, approximately
$100,000 about one-tenth of the
entire student senate budget is
allocated to the University Activi
ties Board, which then gives the
money to SSI. The money is used
to pay the three managers of the
Student Memorial Center,

, according toSSI's Slabinski.
The arrangement began some

20 years ago, Slabinski said, when
the University Activities Board,
which then ran the Student Me-
morial Center, asked SSI to take
over the task, and arranged to pay
for the service.

There is no written contract.
Kline, a former student senator

and member of the appropriations

committee, argued that the only
organizations eligible for senate
funding are recognized campus
dubs and organizations and
that SSI isn't one of them.

Its illegal," said Kline flatly.
"This money belongs to the stu-
dents."

Kline took his concerns to SSI
officials and university adminis-
trators, but was rebuffed. In early
May the Millersville student
newspaper, The Snapper, pub-
lished a letter he wrote about the
issue, accusing the Student Sen-
ate of lacking the backbone "to
stop this funding scheme... just
think of all the extra money that
would be left to allocate to truly
worthy student clubs (and) organi-
zations."

Slabinski sounded' mildly
amused. when discussing Kline's
assertions.

"Kevin just doesn't want to ac-
cept that there is nothing subver-
sive abopt this in any way, shape
or form,"Slabinski said.

Dr. Robert Thomas, 11E11-
ersville vice president for student
affairs, said the student senate
can cut off the funding if It wants
to would then either have to
find another way to pay the man-
agers and keep the center open it-
self, or close the center.

"I don't think the students want
that to happen," Thomas said.

State laws,prevent the universi-
ty from using tuition money to pay
to staff and maintain the center,
Thomas said.

"That's why SSI was created
to provide services the state says
the university can't provide," he
said. . . .

E Lieberman said closing Dy-
namic College Outfitters is an
"economic tragedy" both for him-
self and Millersville students.

"We'Ve lost' a toil of money at
this university," saidieberman,
whose family also owns book-
stores on campus at Cheyney Uni-
versity and off campus at. West
Chester University.

"But more important, this is a
tragedy for Millersville stu-
dents,' he said. "Now there is no
competition, nowhere to go for
lower prices."

SSI's Slabinski said he doubts
students will suffer.

As in other businesses, it's sur-
vival of the fittest, he said.

"It's always difficult to com-
pete with a strong, established
competitor," Slabinski said. "You
need to have a better product, bet-
ter prices or service. When you
offer none of the above, it's very
difficult to compete."



obinHoodstok from the
rich and gave to. the
poor a little radical,
butatleasthewasan the

side of equity. The needy benefited.
Unfortunately, the converse is

true on many of America's college
and university campuses today. The
most needy students those re-
ceiving 'federal student aid -- are
being robbed by many educational
institutions' on-campus, monopo-
listic bookstoresandother commer-
cial enteiprises. Moreover,thediev-
ery is being permitted and arguably
promoted by the US. Department
of Education (DOE), whose grant
and loan programs embrace a fed-
eral-aid distribution scheme that ef-
fectively rips Off our nation's most
needy Students by significantly re-
during their buying power.

Specifically, the DOE fosters stu-
dent-aid funding methods that, in
effect, force students receiving fed-
eral aid to buy. only at on-campus,
institution-controlled commercial
enterprises. In essence, using fed-
end financial aid, the DOE permits
monopolies and allows "monopoly
profits" to be obtained through
higher on-campusboOkstoreprices.
This benefits the institution's com-
mercial interests, while its students

quite literally pay the price.
ThIS policy also decisively hurts the
parents who help fund their
children's education and taxpayers
who fund or guarantee student-aid
Progrania- .

Moreover, on-campus enter-
prises, recognizing their opportu-
nity, seize on any DOE-permitted
opportunity to freeze out any stu-
dent-market competition. The ad-
ventof campus-aponsoced,crunpus-
use-only "campus cards" debit,
credit, or "smart* cards further
and more effectively contain fed-
eral aid money. within this mo-
nopoly. And the institutions play
the game better than Parker Bros.

Cansequendy,00llegesand uni-
versities more and more arebecom-

John-Paul de Bernardo is a lawyer in
private practice in Otariotte, NC.
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By John-Paul de Bemardo GUEST COLUMN

RIPPING OFF
NEEDY STUDENTS

Monopolizing on- campus bookstores and federal aid

ing commercial conglomerates.
Some simply exploit their tax-ex-
empt status and their on-campus
location as major advantages over
off-campus, private-sector busi-
nesses. One consequence is a sub-
stantial erosion of the local tax base
surrounding these seats of higher
(1)earrdng. With each passing se-
'nester, competition decreases.

.Meanwhile, these seats inten-
tionally and drastically multiply
their competitive advantages how-
ever they can. For 'example, many
collegesanduniversitiesrefuseeven
to release the list of professor-re-
quired textbooks to off-campus
stores. Straight-faced,theycite"con-
fidentiality" and "privacY rights."
PerhapstheCIAshouldbecalledon
to safeguard these book lists?
. Democratic US. Senator Chris-'
topher Dodd recendy wrote, 'if col-
lege expenses continue to rise five
percent a year, a family that has a
child today ... must save almost
5400 a month over the next 18 years
to finance four years of private col-
lege. For a publk school, they will
have to save about $175. A mo-
nopolLsticedubusinessculturehurts
students first and foremost by rais-
ing the college expenses Senator
Dodd referred to

There can be little doubt that
full and fair competition would ben-
efit students. A recent, detailed, na-
tional survey of student textbook
costs at on-campus and off-campus
bookstores found that textbook
prices for new and used textbooks
atcompetingoff-aunpusstores were
pricer:Lan average 31 percent

BEST COPY AVAILABLE

CHARLOTIE

than at on-campus stores. Presum-
ably, prices are even higher at on-
campus bookstores when there are
no off-campus alternatives.

What is at stake is a lot of money
taxpayers' money. The federal-

aid program for students at institu-
tions ofhigher learning involves S50
billion annually for 9,000,000 stu-
dents at 7,000 colleges and universi-
ties. Thus, a mere one-percent sav-
ings realized from more competi-
tion would, in the aggrega te,be sub-
stantlal $500 million.

Asbusiness-administrationpro-
fessors tell their students about the
evils of monopolistic practices, their
university's administrators practice
the opposite of what they preach.

In short, the DOE and the edu-
cational institutions should not con-
done, promote or permit any policy
or process that unfairly protects the
institutions' monopolies. In fact, the
DOE should require institutions to
facilitate and proinote full camped-
Horton a level playing field and thus
help students, who should be the
true beneficiaries of its programs..

The fundamentals of these
abuses willnotchanie withoutCon-
gnesidonal action. It's time taxpay'
ers, students, parentsand smalibusi-
nesses combine to urge Congress to
end these abuses and soon. One
senior DOE policymalcer told this
Writer: "We serve institutions, not
Students." Thisoinnot be whatCon-
gress or its constituents want.

The bottom line is that students
should be getting more book for the
buck. Let's stop the robbing from
the poor to give to the rich. a
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Statement for the Record

U.S. Senate Committee on Small Business
Hearing held on September 24, 1998

David Longanecker, Assistant Secretary
Office of Postsecondary Education

U.S. Department of Education

Submitted October 7, 1998

The Administration is currently reviewing S.2490, which would generally prohibit postsecondary educational

institutions from requiring students to purchase goods and services from on-campus businesses or otherwise

favoring such business over off-campus businesses. Accordingly, the Administration does not have a position

on the bill at this time. We note, however, that nothing in the Higher Education Act of 1965, or any of the

Department of Education's regulations interpreting that Act, prohibits or discourages students from purchasing

their books and supplies from off-campus businesses and that many students currently use Federal student aid

funds for this purpose. We note further that the bill would appear to (1) raise seriousquestions about the

appropriateness of the Federal role in relation to state and private student aid programs, and (2) expand

oversight by the Department of Education to campus business practices, an area not currently subject to the

Department's regulation and one that should remain subject to local control.
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BAKER
HOSTETLER LLP

COUNSELLORS AT LAW

1000 LovisuusiA. Suns 2000 HousroN. Tuns 77002-5009 (713) 751-1800 FAx (713) 751-1717

Writers Direct No. (713) 646 -1370

September 21, 1998

VIA FEDERAL EXPRESS

Senate Small Business Committee
Attn: Ms. Karen Ponvurick
428A Russell Senate Office Building
Washington, DC 20510

Re: Loupots Bookstores of Houston, Inc.

Dear Sirs and Madame:

This firm represents Loupots Bookstores of Houston, Inc. ("Loupots"). This letter is
written on behalf of Loupots in support of Senate Bill 2490. Loupots is one of hundreds, if not
thousands, of independently owned and operated college bookstores that are being discriminated
against in connection with the distribution of funds under the federal student financial aid
programs. Loupots is very typical of most privately operated off -campus bookstores and has
encountered great difficulties in the sale of college textbooks to financial aid students, to the
detriment of these students and the financial aid programs in question.

We have divided the following discussion into six topic areas for ease of reference as
follows:

A. A Typical College Bookstore Market
B. Nature of Competitive Disadvantage
C. Effect of the Lack of Competition on Students and Parents
D. Response of Colleges and Education Boards
E. 'Responses of U.S. Department of Education
F. Conclusion

A. A Typical College Bookstore Market

Loupots owns and operates two bookstores and is engaged in selling college textbooks
primarily to students of the Houston Community College System ("HCCS"). HCCS provides
college level courses to about 60,000 students a semester at 9 major campuses and approximately
50 other campus locations in the Houston metropolitan area. HCCS is larger that more
community or junior colleges, but its operations are typical of many community and junior
colleges except that many of its campuses have a high proportion of financial aid students.

CurvELwo. Quo Coumous. OHIO DENVER. COLORADO Low 130nal. CALIFORNIA LOS ANGELES, CALBORMA ORLANDO. FLORIDA WAsiaNCTON,
(218) 821-0200 (814) 228-1541 (303) 881-0800 (582) 432.2827 (279) 824-2400 (407) 849.4000 (202) 881-1500
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HCCS has contracted with Barnes & Noble Bookstores, Inc. ("Barnes & Noble") to be its on-
campus. bookstore provider pursuant to a Bookstore Leasing Contract pursuant to which Barnes
& Noble pays HCCS an eight percent (8%) royalty (in lieu of rent) on all sales.; This is also
typical of most colleges and universities. The majority of colleges and universities contract out
their bookstore operations to either Barnes & Noble or Folletts. Therefore, the problems faced
by Loupots and the problems faced by financial aid students at HCCS are typical of problems
existing nationwide at other colleges and universities. Pursuant to its Bookstore Leasing
Contract with. HCCS, Barnes & Noble maintain bookstores on premises provided by HCCS as
well as on premises separately leased by Barnes & Noble. Barnes & Noble operates HCCS
bookstores at nine (9) or more separate locations. Loupots owns and operates two (2) bookstores
located just off two of the major HCCS campuses. These bookstores cater to the needs of HCCS
students which represent almost all of their business. Loupots would operate stores near
additional campus locations except for the fact that the high proportion of financial aid students
at other campus locations makes it impractical. There are no other competitors in the HCCS
college bookstore market.

Pursuant to Section 19 of its Bookstore Leasing Contract,-Barnes & Noble pays HCCS a
percentage of gross sales. Section 13 of its Bookstore Leasing Contract provides that Barnes &
Noble shall operate as an independent contractor. The Bookstore Leasing' Contract also
expressly provides that Barnes & Noble has "the exclusive right to provide books and supplies to
all students receiving grants through financial aid programs." This is a typical contract
arrangement between a college or university and either Barnes & Noble or Folletts. Although
Barnes & Noble is provided lease space on HCCS premises under the Bookstore Leasing
Contract (a fact Loupots emphatically does not object to and recognizes as a legitimate right
granted to Barnes & Noble by HCCS pursuant to a legitimate bid process), it is important to note
that Barnes & Noble is not an employee or agent of HCCS and is expressly designated as an
independent contractor.

B. Nature of Competitive Disadvantage

The manner in which HCCS distributes information and vouchers with respect to
financial aid students is typical of most colleges. The practical effect of their practices is to
prevent financial aid students from using financial aid funds to purchase text books from any
source other than the on-campus bookstores.

HCCS maintains an "account" in the name of each student who receives grants or
scholarships and deposits into that account any monies received from any grants or scholarship
monies which the student may receive. The student then receives a periodic accounting of that
money from HCCS. However, the grant and loan funds for any semester are either (1) not
received by HCCS until several weeks or a month into the semester or (2) not distributed by
HCCS to the student until several weeks or a month into the semester. Obviously, no student can
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be expected to wait several weeks or a month to purchase his or her text books. Prior to
disbursement of financial aid funds, HCCS provides information regarding the anticipated
financial aid grants and loans to Barnes & Noble on a preferential basis. Therefore, Barnes &
Noble is able to immediately sell the books to the student on credit and has an understanding
with HCCS that Barnes & Noble will be reimbursed, and is; in fact, subsequently reimbursed
directly by HCCS for the books before the grant or loan money is distributed by HCCS to the
financial aid students. In performing these functions, HCCS is providing information services,
accounting services; and accounts receivable collection services to Barnes & Noble.

However, HCCS through its attorney has expressly declined to provide the same financial
aid information and services or direct reimbursement of financial aid funds to Loupots and has
declined to make any effort to treat Barnes & Noble and Loupots equally. HCCS has advied
Loupots that, pursuant to the Bookstore Leasing Contract, HCCS has granted to Barnes & Noble
""the exclusive right to provide books and supplies to all students receiving grants through
financial aid programs." This provision alone raises serious questions as to whether HCCS is
exercising its fiduciary responsibilities with respect to the student financial aid funds in an
appropriate manner. HCCS does not have, under state or federal law with respect to such grants
in aid, the right to use the grants for the direct benefit of Barnes & Noble or the indirect benefit
of HCCS through its receipt of royalty payments. Nevertheless, the result of these business
practices is that Loupot's is effectively precluded from selling books to financial aid students.

C. Effect of the Lack of Competition on Students and Parents.

The practical effect of a lack of competition for the student is that it leads to monopoly
type conditions. This is felt in a number of different ways. First, the fact that there is no
competition for the book business of financial aid students typically leads to a lower level of
service and long waiting lines at the campus bookstore at the start of each semester. The vilue
of time lost is difficult or impc&ible to measure. In many cases, those students not on financial
aid are either given access to shorter lines or elect to take their business off-campus. Second,
most students prefer lower cost used textbooks. Financial aid students are deprived of the
opportunity to buy lower cost used textbooks since they can only access one vendor (the on-
campus provider) and that vendor is often sold out of used books before financial aid vouchers
are issued. There is also some indication that on-campus providers such as Barnes & Noble
divert used books to locations where there are competitive off -campus bookstores. Since it is
impossible to establish competitive off-campus stores on campuses where there is a high
incidence of financial aid students, those campuses lose any access to used textbooks. Third, the
college bookstore market is one of the few markets where retail discounting does not exist and
lack of access to financial aid students is a primary reason. The on-campus store has a large
portion of captive customers and there is no incremental value for the on-campus store to
discount. The off-campus store typically can obtain a major, portion of the non-captive
customers tlimugh better service and there is little or no incremental value to the off-campus
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provider to discount. The net effect is that this is one of the few retail areas where fixed retail
pricing still predominates.

D. Response of Colleges and Education Boards.

The response of HCCS is typical of local responses around the country and can be
summarized as "unconcerned". They do not appear to care whether the benefits of competition
are extended to financial aid students. They have failed to address the issue despite repeated
efforts to address the problem. In Texas, the practice has continued despite efforts of the Texas
legislature to address the problem. This may be due, in part, to the financial incentives received
by the colleges. Colleges collect substantial royalties from on-campus bookstore sales. Further,
at state colleges, even though 'the royalties are paid for the use of college property and for
"exclusive" access to book sales to financial aid students, the royalties earned are usually treated
as "discretionary" funds which can be used by the chancellor for any discretionary purpose.

E. Responses of US. Department of Education.

The response of the Department of Education ("DOE") can also be summarized as
"unconcerned". They do not appear to care whether the benefits of competition are extended to
financial aid students. In fact, the DOE has gone out of its way' to continue the present system.
Correspondence obtained from the DOE under the Freedom of Information Act indicates that the
DOE has acknowledged that on-campus bookstores are not "affiliated" with a college or
university for DOE purposes. However, the DOE has cited the privacy provisions of the Family
Educational Rights and Privacy Act ("FERPA") as requiring colleges to deny off-campus
bookstores any access to student financial aid information and vouchers while, at the same time,
permitting the use of financial aid information and vouchers by lessee-operated on-campus
bookstores. This is despite the DOE's acknowledgement that such bookstores are not
"affiliated" with the college or university for DOE purposes.

F. Conclusion.

The only practical way to increase bookstore competition and provide the benefits that
competition brings is to permit active competition for the funds spent by financial aid students.
The present financial aid system precludes competition and this must be changed. It seems that
only Congress has the power and the ability to accomplish this result.
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If you have any questions or comments concerning this matter, please do not hesitate to
contact me at your convenience.

Sincerely,

ki;LA.Icry,.
Richaid Yount
of Baker & Hostetler LLP

O
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